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MR. ICKES WOULD LIKE TO SPEND SOME 
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Economy 


OW as never before, every 
bit of gas fuel of any type 
must be rigidly conserved as a vital war measure. All con- 
sumers, appliance manufacturers and public service cor- 
porations are under strict obligation to secure extreme ef- 
ficiency and economy from their gas-burning appliances. 
One effective means of accomplishing this is by the use 
of a reliable gas pressure regulator on furnaces, boilers, 
water heaters, kitchen ranges, and other home and indus- 
trial appliances. On a control device so strategic as a regu- 
lator, complete dependability is a necessity. On Barber 
Regulators the bodies, working parts, springs and diaphragms 
are the finest obtainable. Unusuaily sensitive reaction to 
pressure drop is assured. The appearance of these regu- 
lators harmonizes with modern streamline equipment. 
The use of Barber Regulators on appliances you sell, 
make, or sponsor, is not only evidence of quality equipment, 
but also a symbol of your compliance with our national con- 
servation program. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


ARBER encssune REGULATORS 


t Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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RIL Housing Doesn't Break 


So... mo repairs —no repair 


expense — no wrenches out of use 


®When you use RIZAIDs, you 
don’t need so many _ spares 
around — for these wrenches 
usually last till you lose them. 
Ask any of the millions who use 
them. They'll tell you also that 
the full-floating hookjaw and the 
adjusting nut always work free- 











ly, never bind. The no-slip jaws, 
handy pipe scale on hookjaw 
and comfort-grip I-beam handle 
are also things you'll like. For 
economy and easier work, buy 
the RIZAID — at your Supply 


House. 


Elyria, Ohio, U. S. A. 
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Pages with the Editors 


W. certainly seem to be in for a period 
of regulatory experimentation in the 
wake of the Supreme Court decision in the 
Hope Natural Gas Case. When the majority 
of the court in that case cut itself loose from 
any constitutional inhibitions against methods 
and formulae, it opened wide the door which 
had been all but closed for nearly a half cen- 
tury—the door to laboratory research, so to 
speak, in the field of regulation. 


WE say “all but closed” because we cannot 
forget that at least two regula‘ory commis- 
sions, California and~ Massachusetts, had 
worked out their own procedures under the 
very shadow of Smyth v. Ames. They appar- 
ently did it quite successfully, to judge by the 
comparatively small amount of litigation that 
resulted. Then there was the interesting Wash- 
ington plan set up in the District of Columbia 
to provide a sliding-scale, profi‘-sharing ar- 
rangement which has resulted in relative pros- 
perity for the utilities and lower rates for 
the customers in the nation’s capital. 


But there were a number of formulae which 
fell by the wayside because they failed to pass 
constitutional muster while Smyth v. Ames 
was still in high favor with the highest court. 


ERNEST R. ABRAMS 


Public works versus private enterprise wiil be 
our postwar struggle. 


(SEE Pace 399) 
MAR. 30, 1944 


There was the “spot valuation” short-cut at- 
tempted by the Interstate Commerce Com- 
mission in the O’Fallon decision. There was 
the unique price index experiment mainly ap- 
plied by the Maryland commission against the 
Chesapeake & Potomac Telephone Company 
of that state. 


ONE might go on and list as many as a 
dozen other experiments and short-cuts which 
failed to survive even the judicial obstacles in 
the lower courts and before some of the s‘ate 
commissions themselves. 


¥ 


WE were glad to note that about the first 
serious “post Hope Case” attempt to re- 
duce rate regulation to a quasi automatic 
formula roughly follows the pattern of the 
Washington plan. It is the agreement recently 
worked out (but not yet finally approved) 
between the New Jersey Board of Public 
Utility Commissioners and the New Jersey 
Power & Light Company. The Forrnicutiy 
has long proclaimed the virtues of the Wash- 
ington plan in a series of articles which, over 
the past decade, constitute probably the most 
comprehensive litera‘ure on this device which 
has ever been published. 


Company plan. We say this with full recog- 
nition of the fact that the New Jersey agree- 
ment, although based on the three principal 
features of the Washington plan (agreed rate 
base, sliding-scale profit sharing, and auto- 
matic rate adjustment), con‘ains a number of 
new features and departures which do justice 
to the scholarly and painstaking research of 
the experts and representatives of the New 
Jersey Power & Light Company. 


In this issue our financial expert, Owen Ely, 
in his regular department (page 435) under- 
takes a brief résumé of the New Jersey Powe 
& Light plan. In forthcoming issues we hope 
to bring to our readers more detailed —_ 
and critical examination in the form of fe 
ture articles prepared by both the New J 
board experts and the utility company expert 
In short, we are convinced that there is g 
to be a lot more heard about the New Jers 
Power & Light plan in regulatory circles and 











During 
aced si 
ith a co 
the cc 
id Fuel 


March 30, 1944 Public Utilities Fortnightly 7 


Riley Boiler Units Installed in 
past 9 years by this company 


| 





170,000 Ibs. of steam per hour 
675 lbs. Pressure 
650° F. Temperature 


Fired by Riley Pulverizersand 
Burner 


the past nine years one of the country’s largest chemical companies 

six different orders with Riley for 14 Riley Steam Generating Units 

a combined steam capacity of 1,920,000 Ibs. of steam per hour—evidence 

the complete satisfaction being obtained from Riley Steam Generating 
Fuel Burning equipment. 





é @ e Y » COMPLETE STEAM GENERATING UNITS 


CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS - FLUE GAS SCRUBBERS 
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PAGES WITH THE EDITORS (Continued) 


HERBERT COREY 


Will the growth of the codperative movement 
strangle tax-paying private enterprise? 


(SEE Pace 419) 


that it is not inconceivable that the New Jer- 
sey plan will prove to be a suitable pattern for 
widespread study and possible adoption in 
other states. 


In other words, if it is true that the Hope 
Natural Gas Case has put the state commis- 
sioners in an experimental mood, the New 
Jersey Power & Light plan is certainly well 
worth their consideration. The same goes for 
the utility companies. 


AttTHOouGH the New Jersey agreement rep- 
resents a long step toward quasi automatic 
regulation and therefore prompt, inexpensive, 
and simplified regulation, it is, paradoxically, 
not a very simple document to read or under- 
stand. We refer now to the formal presenta- 
tion of the plan as agreed .and published earlier 
this month. As a matter of fact, a copy of the 
published plan reached us just as we had 
finished struggling (in common with millions 
of other Americans) with the complexity of 
our income tax returns. We thought that, 
after the statistical workout which Henry 
Morgenthau had given us, we were equal to 
any mathematical calisthenics. 


But we were quite in error. If a dozen of 
the most complicated income tax form No. 
1040 returns were wrapped up into one big 
headache, it would in our opinion still fall 
short of the strain which the average lay 
reader would experience in trying to grasp 
the statistical ramifications of the New Jersey 
plan in detail. However, the principles are 
simple enough, for which we can all be thank- 
ful. 


Tue details we can leave to regulatory 
and company experts who are paid to struggle 
with them. They certainly will earn their keep. 


MAR. 30, 1944 


gt hed that the Senate Truman ‘committee 
and the Senate postwar planning com. 
mittee, headed by Senator George of Georgia, 
have joined in the chorus with the admunis- 
tration’s Baruch-Hancock report, it seems to 
us just about unanimous for all practical 
purposes that postwar conversion should be 
accomplished in such a way as to protect 
private enterprise in the United States, But 
so often broad reports which dwell on de- 
lightful generalities and fly back and forth 
from platitudes to beatitudes are not im- 
plemented by administration policy in action, 
We know for one thing that Secretary of In- 
terior Ickes has no idea of giving private en- 
terprise in the electric power industry very 
much protection in his version of postwar 
plans. 


Best authority for this is Mr. Ickes him- 
self, who in a recent article sketched an out- 
line for building many multiple-purpose dams 
through the West, restoring millions of acres 
of arid lands for agriculture production, and 
at the same time making available homestead 
sites for returning soldiers. Such public 
works, financed by tax money, would obvious- 
ly be quite a burden on tax-paying ability of 
postwar private enterprise. In all likelihood 
they would also pose some serious questions of 
Federal competition for established private 
utility industry in the areas in question. The 
history. of similar Federal activity in the 
Tennessee valley and the Columbia river basin 
suggests this quite definitely. 


In this issue one of our writers deals with 
certain aspects of Mr. Ickes’ postwar schemes 
as they might affect the utility industries. This 
opening article is by Ernest R. Abrams, well- 
known New York city business and financial 
analyst and author. 


> 


| iron all we read in the papers on this one- 
hundredth anniversary of the Rochdale 
experiment, the codperative movement is get- 
ting to be big business—may even pass its bil- 
lion-dollar mark in the United States this year. 
The article in this issue by the Washington 
writer, Herpert Corey (page 419), reéx- 
amines the status of the co-op compared with 
private enterprise. 


> 


HE article on “War-time Regulation of Gas 

Companies” (beginning page 406) is by 
New H. Durry, a member of our editorial 
staff. 


THE next number of this magazine will be 
out April 13th. 
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he one calculator that’s different... 








/HY is printing so important in your calculating work? Because 
i printing, a feature exclusive with the Remington Rand Print- 
y Calculator, that can save you figuring time, stretch your 
power, expedite your work. Here is the only calculator that 
ints as it multiplies electrically, prints as it divides automatically 
the only calculator that_is also a complete listing adding ma- 
hine. No re-run for proof ...no duplicate machine operations ... 
stime-wasteful copying from dials. And with every rapid opera- 
wn, the printed tape pee a permanent record of accuracy! 

our nearest office for a demonstration of the Printing Calcu- 
tor. Take a look at the simplest operating machine that ever 
licked off a calculation. See for yourself the clear, compact key- 
ard that invites touch-typing speed. Learn why the Printing Cal- 
nlator has been so wide 2 opted for costs, estimates, invoices, 
nyrolls, inventories, taxes, formulas, and percentage problems 


fall kinds. e 


This machine available on WPB Approval, to help con- 
serve manpower, expedite war work, maintain necessary 
civilian economy. Talk it over with our Representative. 


More than a calcula- 
tor. More than an 
adding machine. 
Truly a complete 
figuring machine. 


No specialized train- 
ing required. Anyone 
can easily operate it. 


4 Renngton Rend 


le only PRINTING calculator with automatic division 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 














In This Issue 


In Feature Articles 
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new VULCAN catalog fully describing VULCAN equipment appears in the 
Sweets, and a copy is available on your request. 


CAN SOOT BLOWER CORPORATION, DU BOIS, PENNA. 
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Joun W. BRICKER 
Governor of Ohio. 


Eric A, JOHNSTON 
President, United States Chamber 
of Commerce. 


EpIToRIAL STATEMENT 
The Courier-Journal, 
(Louisville, Kentucky) 


Hucu D. Scorr 
U. S. Representatwe from 
Pennsylvania. 


Joun E. McDonap 
Texas Commissioner of 
Agriculture. 


HowaArp Myers 
Publisher, The Architectural 
Forum. 


Henry J. KAISER 
Shipbuilder. 


Patrick A. McCarran 
U. S. Senator from Nevada. 


James A. REED 
Former U.S. Senator from 
Missouri. 


Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MOoNTAIGNE 





“In Lincoln’s day the question was shall ‘Ameria re 
main a nation. In our day the question is shall the nation 
remain American.” 


Ba 
“Tt is considered smart by too many people to evade 
rationing, to patronize black markets, and to violate other 
rules which must be promulgated in war time.” 


* 


“Tn cases of privately owned public utilities, the com 
punction against striking is great, but in the case of pub 
licly owned utilities, it is absolute.” 

» 

“The Russians fire a couple of hundred big guns ever 
time they win a victory. My thought is that we shoul 
fire a couple of hundred bureaucrats each time we win 


battle.” 
yp 


“The American people must choose an American a 
President. I would like to see a man elected as the nomine 
of both parties—a union of true Republicans and tru 
Democrats.” 


me 
“ ... if the gas industry does not take the lead i 
initiating and in vigorously promoting sound new idea 
you [gas industry] may find that the postwar buyer he 
gas in his stomach but electricity in his heart.” 


ey 
“Keeping up the [productive] momentum is the bi 
objective. If we can do that, we needn’t worry about th 
war debt and any postwar public expenditures we have 
make. Production will pay it off.” 


a 
bd 
“With every upsurge in the power of the administr 
tive lawmaker and his alter ego, the bureaucrat, there 
a concomitant slackening of initiative, a mushrooming 4 
inertia, in the handlirig of state and local problems.” 


e 
“T do not agree that any man who can swear to SU 
port and defend the Constitution, then attempt to destr 
it, can ever again command any respect. I am in favor 
returning the powers to Congress and repudiating attac 
upon Congress.” _ 


12 
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Norden Bombsights 


Years of experience in precision 
manufacturing are enabling Bur- 
toughs to produce and deliver the 
famous Norden bombsight—one 
of the most precise instruments 
used in modern warfare. 


New figuring and accounting 
machines are also being produced 
by Burroughs for the Army, Navy, 
U. S. Government and other enter- 
Prises whose needs are approved 
by the War Production Board. 


» ACCOUNTING AND STATISTICAL MACHINES ¢ NATIONWIDE MAINTENANCE SERVICE e BUSINESS MACHINE SUPPLIES 


WHEREVER THEY FIGHT 


To make our armies, in action all over the globe, 
the best fed of ai// armies is the tough task of the 
Army Service Forces. It calls for an infinite amount 
of patient, precise planning. 


In army planning, men and foods are translated 
into figures. Figuring apportions those foods to 
the men, wherever they are, in scientifically bal- 
anced rations. The fighting trim of our fighting 
men depends on facts and figures and figuring. 


Thousands of Burroughs adding, calculating and 
accounting machines are now engaged in figuring 
vital to the war, just as Burroughs machines were 
used in peacetime—to save time and manpower 
by expediting work, contributing to accuracy. 


BURROUGHS ADDING MACHINE CO., DETROIT 32 


Burroughs 
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Joun A. STEVENSON 
President, Penn Mutual Life In- 
surance Company. 


EpitortAL STATEMENT 
The Saturday Evening Post. 


Gorpon C. GRISWOLD 
Assistant statistician, Brooklyn 
Union Gas Company. 


Tuomas S. HotpEN 
President, F. W.. Dodge 
Corporation. 


WENDELL L. WILLKIE 
Former president, Commonwealth 
& Southern Corporation. 


Epitor1AL STATEMENT 
Edison Electric Institute Bulletin. 


Rosert A, TAFT 
U. S. Senator from Ohio. 


“The system of’ free enterprise has turned in a sup 
war-time record. Now it must demonstrate its ability to” 
turn in an equally superlative peace-time performance, / 
the blueprints must be drawn today—not in the midst 
tomorrow’s hectic reconversions.” 


> 


“If this were 1945 or 1942, instead of 1944, votes f 
soldiers would have been taken care of in the course of 
day’s routine. Because it is 1944, a job like this can only 
be done after everybody, from the President down, has — 
had a kick at this bouncy political football.” 


> 


“An economist is, in most people’s minds, a starry-eyed, 
fuzzy-haired individual who manages to attach to the most 
commonplace and normal functions of business very com- 
plex and incomprehensible interpretations and, being dis- 
trusted by businessmen, winds up as a college professor 
or a government official.” 


* 


“Tf the Federal government continues to tax without 
legal limit, preémpting most of the lucrative tax sources, 
financial dependence of local governments on the Federal 
Treasury will increase, and along with it political sub- 
servience of local political machines to the administration 
in power in Washington.” 


> 


“The essence of our present unhealthy administration is 
the failure to establish administrative bodies with power 
and authority whose decisions are just and fair and are 
not subject to capricious overruling that destroys public 
respect—administrative bodies under whose rules each 
citizen knows-his rights and his responsibilities.” 


> 


“Notwithstanding the complete stoppage of the manu- 
facture of new household appliances and in spite of the 
various restrictions on the use of electricity in carrying 
out the national conservation program, the other uses of 
electricity have continued to grow at practically prewar 
rates. Sales of electricity for household use show a gain 
of 2,000,000,000 kilowatt hours over 1942 and small com- 
mercial service has grown by an equal amount.” 


> 


“No peace organization will be a success unless the 
people of this country, ‘including the men who have served 
abroad, are persuaded in their hearts that the organiza- 
tion is necessary and appropriate to maintain future free- 
dom and peace. Those who try to force the people into 
an organization now, on the theory that later they may not 
be so agreeable to the idea, endanger the success of the 
whole project. I am confident that the people can be per- 
manently persuaded.” 
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‘Freedom as we have always known it 
is worth any effort needed to preserve it, 
and, for that reason, America is today 
defending with the combined resources of 
the nation our right to continue living in 
our established pattern. Industry's part of 
the war job is its vast production of ships, 

inks, guns, and other kinds of fighting 

nachines and materials. 
ad in the background of this visible 
ore dramatic production. operate 

e public utilities, supplying unrationed 

wer for both war and civilian needs a 
never before attained. 
B&W Boilers are supplying 
in a large proportion of these pub 
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utility and industrial power ' 
propelling naval and cargo ships, 
playing a substantial part in this 
vor effort. B&W. engineering and pro- — 
duction skill have built into its boilers the 
gomina to endure today's gruelling drive. 
With today's accelerated experience 
more complete answers to such 
as behavior of metals at high 
fmperafures, action of fuels in slag-tap 
dry-ash furnaces, circulation in high- 
city high-pressure boilers, separation 
steam from water in boiler steam drums, 
other related problems, the boilers of 
should be even better able to 
industry. 


B&W Radiant Boiler in an eastern central 
station—Capacity 400,000 Ib. steam per hr. 
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DO YOU KNOW THESE FACTS ABOUT 


WSITE DOCTS? 


»-. In addition, both Transite Con- 
duit and Transite Korduct have 
these characteristics... . 


1. Incombustible— Made of asbestos 
and cement, they cannot burn... wi 
not contribute to the formation of 
dangerous smoke, fumes or gases. 
2. immune to electrolysis .. .Transite 
Ducts are non-metallic and inorganic 
..» unaffected by electrolysis. 
3. Smooth bore —Making cable pulls 
TT easier, both at initial installation and 
Ps uN FE after years of service. 
oy Gk GS PS) S05 OK Bc os eR 4. Easily installed—Lining up is fast 
PETE ~ and accurate because Transite Ducts 
5 : combine light weight, long lengths, 
simple assembly. 
For details and _ specifications, 
write for Data Book DS-410, 


Johns-Manville, 22 E. 40th St., 
N. Y. 16, N. Y. 


LM Bfelalattosatelanaliic ~ TRANSITE KORDUCT 
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DIRT- 
MOVING 
WAR! 


This is a dirt-moving war... a tractor 
war. As a two-star general of the Army 
Engineers puts it: “Victory seems to 
favor the side with the greatest ability 
to move dirt.” 


Everywhere our fighting forces go, 
you'll find dirt-moving crawler tractors 
at work, building roads, smoothing shell- 


torn landing fields, pulling heavy guns, 


handling aircraft bombs. 


The Armed Forces have first call on 
International TracTracTors today. 
That’s why so few new ones are avail- 
able for civilian use. The new Trac- 


BUY BONDS-::BUY MORE 


TracTors you need so much today, to 
replace badly worn equipment, are more 
urgently needed on the fighting fronts. 


Many of your old Internationals have 
a lot of work-hours left in them. Keep 
those tractors well serviced. Work 
closely with the International Indus- 
trial Power dealer. He has the skilled 
servicemen, the well-equipped shop, and 
the stock of International Parts to help 
keep your TracTracTors plugging on 
the home front, backing up the military 
TracTracTors on the battle front. 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue Chicago 1, Illinois 


BONOS 


INTERNATIONAL Industrial Power 
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FOR DOOR EFFICIENCY 





Check T 
OPEN STRAIGHT UPWARD ce 


COIL COMPACTLY ABOVE T 
LINTEL, which . - - 


Kinnear M 
otor Operated Steel Makes all surroundin 


You gain on every angle of 


door efficiency when you install 
g floor and wall 


all times. 


m flow of light from 
t all times. 


Rollin, 
£ Doors . . . the conveni- space usable at 


ence 0 
panne remote door control . Permits maximu 
eas ARR oe erm xl 
ation pe ee yee: all overhead sources @ 
sca Ob savin . oe : 
. . - low maintenan Se? Keeps ceilings clear at all times, for 
an ak ON ce... and widest use of conveyors, etc. 
ong servi : 
as shown by a sag sc Clears doorway from jamb to jamb 
tury of Kin y half a cen- _. . from sill to lintel — doors ope? 
near Door perform- out of the way, safe from damage: 


ance! The nationwide Kinnear 
THEY FEATURE KINNEAR’S 


Se a ae: malian 
plete cooperation Pe SE p 
door probl — solving . 
side a ems. Write for com- FAMOUS INTERLOCKING STEEL 
seers aa The Kinnear SLAT CONSTRUCTION, which ..+ 
80 Field rig Company, 2060- Makes them tough, rugged, long: 
s Ave., Columbus, Ohio wearing — yet resilient enough to 
f Z absorb sharp blows and impacts: 


Affords extra pro 
theft, sabotage an 


Savin 
g Ways i 
n Doorways Scores high in attractiv 


KEN NE any type of architecture ! 
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ROBERTSHAW ON ¢ 
20 RADIO PROGRAMS 
COAST TO COAST! 


Robertshaw Oven Heat Con- 
trols can aid in wartime fuel and 
food conservation. At the same 


‘Ee leading women’s ser- 
vice programs over 36 stations 
in leading range markets from 


coast to coast are being used 
by Robertshaw to carry its mes- 
sage to millions of homemakers 
many times each week. 

These radio programs tell how 


time, they are educating home- 
makers to look for the advan- 
tages of Robertshaw Oven Heat 
Controls when ranges are again 
available. 


Keberia 


ROBERTSHAW THERMOSTAT COMPANY e« YOUNGWOOD, PENNSYLVANIA 
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Your Meter Shop 


Gating Bench ia tower cose SP 


ENTRANCE 


A-—Single unit test bench for large meters. 
B —Ten cu.ft. and one cv.ft. tanks used with 
both A and C. 
C —Ten unit test bench for small meters. 
D—Two space meter ‘repair bench 1.8’, 
W. 30”, H.37". 
& — Sink countersunk in above. 
F—Small parts bench. For registers, gear 
trains, etc. L. 5’, W. 23”, H. 31”, 
G —Finishing bench for repaired meters L. 6’3", W. 30”, H. 37”. 
H —Wall bins and tool boards containing parts and tools for use at respective Benches. 
4 — Service bench used in conjunction with D. 1.8’, W.36", H37”. Underneath metal 
eS ne providing storage for 120 
incoming meters and meters in various state of repair. 
4 —Storage for finished %” meters. Capacity 160 meters. 
K —Storage for finished %”, 1”, 114” and 2” disc meters. 
Capacity: %”-12, 1°-10, 1%4"-4, 2”.3, 
Ss msiy Sek ar ir Gam tae ee ced a te &K. 
er ree ne ee ee ee ee equipment. Also 
a 
NN —Desk and filing cabinet for individual meter records. 
® — Electric grinder and polishing wheel. 


STUDY of the location of various fixtures will 

show that a minimum of handling is necessary, as 

the action of both repairing and testing takes place in a 
comparatively small centralized area.” 


HIS brief comment by Mr. J. A. Mitchell, Foreman of the Meter 

Department, indicates the important features of a modern meter 
repair shop in the mind of an experienced operator—features designed 
to “facilitate repair and testing in view of the trend toward more accurate 
registration at the minimum flows and ... to enlarge our production 
capacity for a program . . . proven to be essential.” 


© Mr. Mitchell may be justly proud of his 
repair shop, and we are proud of the part 
that Trident representatives had in work- 
ing with him. 





NEPTUNE METER COMPANY © 50 West 50th-Street « New York 20, NY. 
Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE.. 
DENVER. DALLAS. KANSAS CITY. LOUISVILLE. ATLANTA. BOSTON. 

Neptune Meters. Lid.. Long Branch, Ont., Canada 
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WE, Ys el ’ e Whatever the demands of the gas in- 
ct dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip- 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 


Under the able management of Mr. A. L. Smyly, pio- 
neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 
indicative of the service rendered. 





@ Mr. A. L. Sm 
President vr 
ery, Iron 


Sponge & 
vernor Co. 
Ron” 
IRON SPONGE and GOVERNOR Company Spec" 
CHICAGO, ILL. ELIZABETH. N.J NGe 





co 


K rye Future oF 


MODERN METERING 


THE cooperation of the electric utility 
try with the watthour meter manufacturers 
ept the design and development of the 
rm watthour meter well ahead of meter- 
ge irements. Thanks to this cooperative 
f@thour meters will again play their 


SMa 
a> 


SANG AMO ELECTRIC COMPANY 
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This A.C.S.R. line would doubtless have 
gone up just as well without this Alcoa 
supervisor on the job. But the power com- 
pany’s construction boss felt the need for 
him, so there he was. 

He and the other Alcoa supervisors have 
been hard at work all during the war. In 
their advisory capacity, they’ve helped 
extend and prepare existing lines to meet 
added demands for war production. They 
have aided during storm emergencies and 
in securing badly needed materials. They 


have assisted in curing vibration troubles 


March 30, 19 


on all kinds of lines. (Stock-bridge damp 
play no favorites; they work on 
conductor.) 

This is service which Aluminum Co 


pany of America has always extend 


to users of A.C.S.R., during the m: 
years Alcoa has been making alumin 
conductors. It is service which will 
continued. 

When you order Aluminum Cable $ 
Reinforced, specify ALCOA A.C.S.R. 

Atuminum Company OF AMERICA, 2 
Gulf Building, Pittsburgh, Pennsylva 
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Save to Win 


with these four simple rules 


of battery care: 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. 


Keep the top of the battery and 
battery container clean and dry at 
all times. This will assure maximum 
protection of the inner parts. 


Keep the battery fully charged— 
but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


Record water additions, voltage, 
and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 
lem, don't hesitate to write to Exide. 
We want you to get the long-life built 
into every Exide Battery. Ask for booklet 
Form 3225. 


— Exide — 


CHLORIDE 
BATTERIES 





...is a vital principle 
of utility operation! 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrift and efficiency they have always 
planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in their 
care . . . and today, that need is intensified. 


One helpful principle to follow is that of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid needless replacement. That conserves 
raw materials, labor, and space in factories. 
It frees these productive elements for essen- 
tial war production. 


THE ELECTRIC STORAGE BATTERY CO, 
Philadelphia 


Exide Batteries of Canada, Limited, Toronto 
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SAVE 50% 
IN TIME AND MONEY WITH Gi 











THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 


102 Maiden Lane, New York, N. Y. 
Chicago Detrolt Montreal 
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BIE TRACKS Sor OIF SOBS 


Refueling is a big job. On our fighting fronts, it must be done in a big 
way. This means big trucks . . . heavy-duty trucks . . . Autocar Trucks! 
For every front, Autocar provides special-purpose vehicles for our Army, 
our Navy, our Marine Corps, and our Air Forces. Heavy-duty equipment 
for heavy-duty jobs, today’s Autocars herald the fa- 
mous trucks that you will buy and use for rugged de- 
pendability and low-cost-per-mile performance when 


the war is won. i) U. S. WAR BONDS 


Your Big Job Today! 


AUTOCAR TRUCKS for Heavy Duty 


MANUFACTURED IN ARDMORE, PA. ¢ SERVICED BY FACTORY BRANCHES FROM COAST TO COAST 


“f & 


: 
A 


ante 
Ss ONE 


i 





IN SHIPS OF ALL TYPES 


TODD BURNERS 


ARE WORKING FOR VICTORY 


In hundreds of ships, merchant 
and fighting, and in war plants 
ofall vos ..- wherever trouble- 
free, dependable combustion is 
a necessity .. . Todd Burners 
are delivering unsurpassed per- 
formance in the production of 
heat and power. 


TODD BURNERS * * ON 
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A Jap naval squadron is finally brought to bay. Lik 
a trapped animal, it fights back ferociously . . . seng 
a storm of shell-fire thundering through the nigh 
Many miss, some hit... and hurt. But the America 
warships shrug off the blows . . . hurl back five f 
everyone they take. Another big slice is blasted 0 
of the Nipponese Navy and securely tucked away 
in Davy Jones’ locker. 


Our fighting ships are champions born of Americ: 
industrial genius ... the best designed, best co 
structed, best equipped sea battlers afloat. 


And as the brains and brawn of American indus 
launch ships day in and day out, our seven-ocean na 
becomes a fighting reality years ahead of sched 


TODD SHIPYARDS CORPORATION 
(COMBUSTION EQUIPMENT DIVISION) 


601 West 26th Street, New York 1, N. Y. 
NEW YORK 


GELES 
SEATTLE TACOMA BUENOS AIRES LONDON 


FIRING LINE OF AMERICA’S WAR PRODUCTION FRONT 
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HILDING WIRE - IMPERIAL NEOPRENE JACKETED PORTABLE CABLES 


CRESCENT 


PERMACORD 
Heavy Duly Pertalle 
CORDS and CABLES 


CRESCENT PERMACORD is a tough, flexible, 
heavy duty portable cord or cable for use on IN- 
DUSTRIAL portable drills, appliances, construc- 
tion and mining machinery and welding equipment. 


Durable 


The flexible rubber-insulated copper conductors are en- 
closed in a protective jacket of rubber, vulcanized to an outer 
covering of heavy, impregnated, hard-twisted Seine twine. 
This construction gives maximum flexibility and protection 
from abrasion, crushing, heat, oils, greases and weathering. 
PERMACORD is made in sizes from #18 AWG to 1,000,000 
CM, as well as in standard sizes of WELDING CABLE. 


Proven in Serice 
PERMACORD has been used for years principally by steel 
mills and mines for their most severe portable cable jobs. 


Crescent InsulatedWire & Cable Co. 


Trenton, N. J. 
MORED CABLE - RUBBER POWER CABLES : VARNISHED CAMBRIC CABLE 
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en plays a big 
part in Pan American World Airways’ busi- 
ness ... not only in the huge Clippers they 
operate, but in every departmental activity 
as well. To speed up the writing of initial 
records Pan American Airways selected 
Egry Business Systems because they save 
time, money and materials, and assure com- 








F | 
’ . 
} a 4 == 
- ae = 


plete control over every recorded trans- 
action. Q Big businesses all over the country 
have found it profitable to use Egry Systems 
for the making of all handwritten and 
typed records. You, too, will find it bene- 
ficial to investigate the adaptability of Egry 
Systems to your business. @ Write for liter- 
ature which gives complete information. Or 
a free demonstration may be arranged at 
your convenience. Address department F-330. 





THE EGRY REGISTER COMPANY ©® Dayton, Ohi 
Egry Continuous Forms Limited, King and Dufferin Sts., Toronto, Ontario, Canada. 


r 


EGRY TRU-PAK 
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SAVE THAT SECOND ENGINE 


with 


DAVEY POWER TAKE-OFF 








ONE TRUCK 





SPLIT PROPELLER 


POWER TAKE-OFF 


ERE'S WHAT IT IS Here's How Elimination Of Extra 


tes i i owas Engine Saves MEN... MONEY 
! ower Take-o 
heavy-duty unit for installa- i - +» MATERIALS 
a in =~ drive Be pose to poe jf . Saves space for men, tools and materials. 
: retnalty secu ao 2 : ays é > * Saves weight—doubling truck utility. 
engine of 10 to 100 HP. “a : : " 
uses as its basic principle an ; j 
ternal and external gear - Ss J (23) Rg Bee! . Lowers maintenance cost—no extra engine. 
tive, operating as a strong ’ i 
d durable spline rather than {= i 
series of rotating or mesh- Pee ee Af . Efficient equipment combinations can be 
g gears found in the trans- yy —_— mounted on ONE truck. 
ion type take-off. Installa- 2 
mis made directly to rear . Saves manpower — equipment controlled 
the truck transmission case. from driver's seat. 





. Reduces original investment. 


. Reduces truck license fees. 


; No trailer haul, when equipment is truck 
HERE'S WHAT IT DOES FOR YOU mounted, 


¢nabl t gine pow: many type: avy- 
} teen wich ret — ere x ot ere eee . Long-life unit — owners report power take- 
Gene well bailers @ Concrete mixers os wn 
Tenchu Socldnaie °. Berta Ja "ino @ Welders e@ tencs * off outlasts truck . spat cost in 4 
ers @ Rock crushers. to 10 months. 


\ 6 a Write for details of how DAVEY Power Take-ofis can make any truck a “TWO-JOB” Truck ee 


SOME DISTINGUISHED USERS OF DAVEY POWER TAKE-OFF EQUIPMENT 


Allentown-Bethlehem Gas Company Public Service Electric & Gas Co. of 
Toston Consolidated Gas Co. New Jersey y: 
oe a Consolidated Gas Co. Scranton Spring Brook Water Service Co. 
truction Company. Meriden, Conn. Southern California Gas Company 
Memphis Power & Light Company Vacumite Company, Inc., Dallas, Texas VECILO/L Co . 
BACKED BY 10 YEARS’ PROVED PERFORMANCE KENT, OHIO 
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BATTLE SCENE IN A POWER 


ELLIOTT 


DEAERATING 
FEEDWATER 
HEATERS help to win battles 


Elliott 400,000-Ib. per hr. 
unit designed for operat- 
ing pressure of 100 Ib. 
gage. One of several such 
units in a large utility 
plant. 


N-974A 


on land, too. On the 
home front in the 
nation’s power 
plants, deaerating 
heaters have long 
been essential 
equipment. They 
are doing their part 
in the battle of 
production. 


ia 


y A 


ae 


THE SLAMMING ROAR OF THE BI 

GUNS is dulled to heavy thuds, int 

strained quiet of below decks, whi 
the big battlewagon rolls to the recoil of tons of met 
starting their flight toward the enemy. In the ship’s pow 
plant there is a tensity, a supreme watchfulness of equi 
ment, dials, indicating instruments, and a split-seco 
response to orders transmitted from above. Engine 
officers, their staffs and their equipment are winning t 
battle just as surely as the men at the fire-control statio 
In the stress of battle, there must be no power failu 


So Elliott deaerating feedwater heaters, serving 
Uncle Sam’s fighting ships, must be—and are—as depe 
able in their performance as the very guns themselv 
They help to win battles. 

These units are working in steam plants of all kin 
ashore and afloat. They heat the water to the saturc 
temperature of the steam supplied, at the same ti 
accomplishing the removal of corrosive gases. They 4 
fully automatic in operation. Elliott engineers are g 
to work with you toward getting the best possible h 
balance set-up for your plant. Full details and bulle 
upon request. 


ELLIOTT COMPAN 


Deaerator and Heater Division JEANNETTE, 
Heat Transfer Department 
DISTRICT OFFICES IN PRINCIPAL citl 
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Due to war-time travel restriction, conventions listed are subject to cancellation. 
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{ American Gas Association War Conference on Industrial and Commercial Gas begins, 
Rochester, N. Y., 1944. 





bt ae Oil Compact Commission starts spring meeting, New Orleans, La., e) 





z APRIL @ 





4 Nebraska Telephone Association will hold meeting, Omaha, Neb., Apr. 13, 14, 1944. 





4 Midwest Power Conference will convene, Chicago, Ill., Apr. 13, 14, 1944. 





American Society of Mechanical Engineers opens meeting, Birmingham, Ala., 1944. 
@ Edison Electric Institute opens annual commercial meetings, Chicago, Ill., 1944. 








7 amavis Institute of Electrical Engineers will hold district meeting, Boston, Mass., 
Apr. 19, 20, 1944. 





{ Mid-West Gas Association begins meeting, Des Moines, Iowa, 1944. 





1 oe Valley Electric Association starts engineering conference, Kansas City, Mo., 
44, 





7 ieee. Association of Public Utilities will hold meeting, St. Louis, Mo., Apr. 19, 





¥ National Electrical Manufacturers Association will hold meeting, Chicago, IIl., ey) 
Apr. 23-27, 1944. 





1 Sor gud Swe Industry Accounting Conference will convene, Cleveland, Ohio, Apr. 





j National Association of Corrosion Engineers starts conference, Houston, Tex., 1944. 
Iowa Independent Telephone Association convenes, Des Moines, Iowa, 1944. 





{ American Water Works Association, Illinois Section, starts meeting, Peoria, Ill., 1944. 














q Electrochemical Society convenes for spring meeting, Milwaukee, Wis., 1944. 
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Collection of Whitney Museum of American Art From Elsie Hafner, N. Y. 
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Mr. Ickes Would Like to Spend 


Some 3 Billion Dollars More 


His plan, says the author, is for the reclamation of some 16,- 

000,000 acres of cactus and sagebrush land over 17 western 

states and the construction of more than 200 hydroelectric proj- 

ects which, if carried out, would constitute one of the most am- 

bitious raids on privately owned electric utilities and their serv- 
ice areas ever attempted in this country. 


By ERNEST R. ABRAMS 


fs: at least 2,000 years, aid to 


soldiers returning from success- 
ful wars has been deemed a profit- 
able field for political cultivation. In 
harmony with the general belief that 
nothing is too good for the boys who 
have risked their lives for their coun- 
try, politicians always have been eager 
to dip into the public treasury for pen- 
sions and bonuses, and to finance gov- 
emment projects declared to be of im- 
mediate benefit to the returning boys. 
This may explain, in part, the 
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grandiose scheme recently proposed by 
Secretary of the Interior Harold L. 
Ickes, his Bureau of Reclamation, and 
the Army Engineers to spend more 
than $3,000,000,000 of public funds in 
immediate postwar years for the rec- 
lamation of some 16,000,000 acres of 
cactus and sagebrush land in our 17 
western states, and in the construction 
of more than 200 hydroelectric power 
developments. 

Although the first federally financed 
hydroelectric installation was not made 
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until 1909, when power development 
was included as an essential feature of 
the Strawberry valley reclamation 
project in Utah, the history of Federal 
aid to navigation improvement, flood 
control, and irrigation projects goes 
back nearly a century. But while all 
four of these activities, particularly in 
that portion of the United States lying 
west of the 100th meridian, received 
considerable impetus from the first 
Reclamation Act, adopted by Congress 
in June, 1902, they were not thrown 
into high gear until the present free- 
spending, power-minded administra- 
tion assumed control in Washington. 
Like most New Deal plans, the pres- 
ent scheme was first proposed in a 
small way. Chief Engineer Harper of 
the Reclamation Bureau and Colonel 
Reber of the Army Engineers outlined 
a 3-purpose scheme last October before 
the Denver convention of the National 
Reclamation Association, which would 
require a Federal outlay of only $867,- 
000,000. The first purpose was to con- 
struct 14 huge power plants on the Mis- 
souri river to provide electric energy 
for the tremendous postwar industrial 
expansion they envisioned in this grain 
and cow country, and to build nearly 
100 multiple-purpose dams throughout 
the region. The second was to provide 
flood control in the lower reaches of the 
Missouri and thus prevent or retard 
Mississippi river floods. And the third 
was to irrigate and conserve 4,400,000 
acres of semiarid land in Montana, 
Wyoming, Nebraska, and the Dakotas. 


phe this proposed $867,000,000 
outlay evoked no substantial public 
protest, the scope of the program was 
enlarged. In an article entitled “Vet- 
erans—Here’s Your Empire!” in This 
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Week, the syndicated magazine circu- 
lated as a part of the Sunday issue of 
19 metropolitan newspapers from coast 
to coast, and as a part of the Saturday 
issue of 2 others having no Sunday edi- 
tion, Secretary Ickes expanded the 
scheme to cover 6,000,000 acres. And 
he also said, ‘“‘Department engineers tell 
me that water can be made available to 
transform nearly 20,000,000 addi- 
tional acres of arid land into prosper- 
ous farms.” 

But nowhere in his article did Mr. 
Ickes tell his readers of the probable 
cost of this program. Moreover, he 
tackled the scheme from the side with 
the greatest political appeal. He said 
the reclamation of these 6,000,000 
acres, and the construction of an un- 
disclosed number of power plants, 
“would put 480,000 men directly to 
work for three years—225,000 of them 
at construction sites and 255,000 in the 
plants and factories that would provide 
materials for the developments.” He 
further added that primary and supple- 
mental irrigation would be sufficient to 
provide new farms for 165,000 fami- 
lies, and this, he said, “is only the be- 
ginning.” 

Maybe he was right, since, by mid- 
January, Reclamation Bureau spokes- 
men were talking about reclaiming 16,- 
000,000 acres at a cost to Federal tax- 
payers of more than $3,000,000,000. 
That, of course, is an insignificant sum 
today, but will it appear so small in the 
postwar period? 


UPPOSE we take this scheme apart 
and look at some of the “bugs” in 
it. Let’s start with that business of 
putting 480,000 “demobilized service 
men and war workers” to work for 
three years. At first glance, giving em- 


400 





MR. I 


ploymer 
three ye 
amajor 
amined } 
the Clas 
480,000 
of all g 
the cout 
less thar 
girls in 1 
it’s abot 
working 
from th 
ment fea 
little of 
That, 

eral mislt 
For inst 
dectric g 
contribut 
1943 was 
in 1939, 

was 62 ; 
years ear 
the Office 
have had 
so far an 
certainly 

in 1945— 
blast in ; 
where ave 
watt was 
maximunr 
per cent i 
tidental 


MR. ICKES WOULD LIKE TO SPEND 3 BILLION DOLLARS MORE 


ployment to that many men in the first 
three years after the war would seem 
amajor accomplishment. But when ex- 
amined more closely, it slips down into 
the Class B League. For one thing, 
480,000 men are less than one per cent 
of all gainfully employed workers in 
the country today. For another, it’s 
less than 5 per cent of all the boys and 
girls in fighting togs. And for a third, 
i's about 5 per cent of all the folks 
working at war jobs today. Considered 
from that standpoint, the reémploy- 
ment feature of the Ickes scheme gets a 
little of its shine rubbed off. 

That, however, is only one of sev- 
eral misleading features of the scheme. 
For instance, the aggregate installed 
dectric generating capacity of all plants 
contributing to the public supply in 
1943 was only 21 per cent higher than 
in 1939, while electric output last year 
was 62 per cent above that of four 
years earlier. Yet, J. A. Krug, head of 
the Office of War Utilities, has said we 
have had no shortage of electric power 
so far and he doesn’t see one ahead— 
certainly not in 1944 and probably not 
in 1945—even if the war is going full 
blast in those years. That’s because 
where average output per installed kilo- 
watt was 33 per cent of theoretical 
maximum in 1939, it bounced up to 46 
per cent in 1943. Moreover, noncoin- 
tidental peak demand as late as last 


7 


November left'a margin of 20 per cent 
of generating capacity in reserve. 


Gree by the unprecedented de- 

mands of war production, we now 
are experiencing the highest level of 
industrial activity ever reached in this 
country, which has boosted electric 
consumption to its all-time peak. When 
the shooting is over and we no longer 
need turn out guns and tanks by the 
shipload, when aircraft is permitted to 
wear out instead of being blown to bits, 
when we no longer need build ships to 
transport men and material to the far 
corners of the globe, when we get back 
to a more normal pattern of living, will 
we then have need of vastly expanded 
electric generation facilities to meet our 
power demands? None but those in- 
spired by political optimism would 
think so. 


But there is a far more fatal weak- 
ness in the employment phase of the 
Ickes proposal. Based on the New 
Deal’s own allocation of investment in 
power development at Boulder dam, 
TVA, Bonneville dam, and Grand 
Coulee dam, somewhere between six 
and nine million kilowatts of new 
hydro generating capacity would be 
created through expenditure for mul- 
tiple-purpose projects of the $3,000,- 
000,000 which Ickes proposes. During 
1943, according to preliminary esti- 


plants contributing to’the public supply in 1943 was only 21 


q “,.. the aggregate installed electric generating capacity of all 


per cent higher than in 1939, while electric output last year 
was 62 per cent above that of four years earlier. Yet, J. A. 
Krug, head of the Office of War Utilities, has said we have 
had no shortage of electric power so far and he doesn’t see 
one ahead—certainly not in 1944 and probably not in 1945 
—even if the war is going full blast in those years.” 
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mates of Edison Electric Institute, 5,- 
483 kilowatt hours were produced, on 
the average, by each installed hydro 
kilowatt, while the average for the five 
years ended with 1943 was 4,568 kilo- 
watt hours per kilowatt. 


A” since a fair average for the effi- 
ciency of new steam-electric gen- 
erating plants being designed today is 
one kilowatt hour for each pound of 
coal consumed, taking the country as a 
whole, the development of new hydro- 
electric capacity on this order would 
mean the permanent displacement—the 
permanent loss of a market—for bi- 
tuminous coal at the following rates: 
ASSUMING 5,483 KW. HR. PER 
HYDRO KW. 
GOOD TOW: wav cn cccseereo’ 16,449,000 tons 
PUAN MW. 6 escccccepecws 24,673,500 tons 
ASSUMING 4,568 KW. HR. PER 
HYDRO 


KW. 
GUD OW ..6 5 oc aisie ss 8c 0de's 13,704,000 tons 
000,000 kw. 


Saini ce on 20,556,000 tons 
Think what this means to the bi- 
tuminous coal miners of the country, 
of whom there are normally about half 
a million employed. Since the average 
time required to mine a ton of bitumi- 
nous coal is 1.17 hours, the displace- 
ment of the above-cited tonnages would 
result in all-time loss of man-hours of 
work annually to bituminous miners as 
follows : 
ASSUMING 5,483 KW. HR. PER 
HYDRO KW. 
CW. sass aces cexcscesss's 23,028,600 
SIMO NOW oko seiccs BiG valplenioes 34,542,900 
ASSUMING 4,568 KW. HR. PER 
HYDRO KW 


CRI EN. Bsiccssivccr obese eres 19,185,600 
DI IOO BOW: 0550 vices sdicde eine yes 28,778,400 


MM oRzOver, since the average wage 
paid bituminous miners per ton 
in 1942 was $1.41 (and who would 
suggest it will be lower?), the perma- 
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nent loss in wages to them would be on 
this order annually and forever: 
ASSUMING 5,483 KW. HR. PER 
HYDRO KW. 
BOOUDOOEW. <s.osesccareseeees $23,193,090 
PONUMOD Tete oss ccaeivevenaus 34,789,635 
ASSUMING 4,568 KW. HR. PER 
HYDRO KW. 
ee EAE AE IARE 3. $19,332,640 
DOQO OOO RW, o's eicbic cts sameness 28,983,960 
Nor is this all. During 1942, the 
last year for which data are reported, 
the Class I railroads of the country 
hauled 163,509,418 tons of bitumi- 
nous coal, for which they received a to- 
tal revenue of $376,071,661, or $2.30 
per ton. During the five years ended 
with 1942, they hauled an average of 
132,903,839 tons at an average revenue 
of $2.25aton. Moreover, both in 1942 
and on the average for the five years, 
Class I railroad workers received 15 
per cent of freight revenues in the form 
of wages, which is equivalent to 34} 
cents per ton of bituminous coal hauled 
in 1942 and 33% cents per ton for the 5- 
year period. On this basis, giving con- 
sideration only to the 5-year average 
wage realization, the loss to railroad 
workers from the permanent loss of 
market for bituminous coal displaced 
by the Ickes hydro development pro- 
gram would be: 
ASSUMING, 5,483 KW. HR. PER 
RO KW. 


6,000,000 kw. ...... 7: 551,537 in annual wages 
9, 000, 000 kw. ...... 8,327, 062 i in annual wages 
6,000,000 kw. ..40,629,030 ‘man-hours annually 
9,000 0,000 kw. ‘60, 943, 545 man-hours annually 


einen Boy KW. HR. PER 
RO KW. 


6,000,000 kw. ...... ~ 625,100 in annual wages 
9,000,000 kw. ...... 6, 877, 150 in annual wages 
6,000,000 kw. ..33,848, 880 man-hours annually 
9,000,000 kw. 50, 773, 320 man-hours annually 


ase the boys in the Interior De- 
partment get to work, let it be ad- 
mitted that if this grandiose scheme 
can provide permanent work for three 
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— 


Haulage of Bituminous Coal 


“T) URING 1942, the last year for which data are reported, the Class I 
railroads of the country hauled 163,509,418 tons of bituminous 
coal, for which they received a total revenue of $376,071,661, or $2.30 
per ton. During the five years ended with 1942, they hauled an average 
of 132,903,839 tons at an average revenue of $2.25 a ton. Moreover, 
both in 1942 and on the average for the five years, Class I railroad work- 
ers recetved 15 per cent of freight revenues in the form of wages.” 





years for 480,000 men; that if this is 
not just another of those bureaucratic 
stimates, it will provide 2,995,200,000 
nan-hours of work in the 3-year peri- 
oi, compared with a loss of man-hours 
bituminous and rail workers of 286,- 
$9335. In other words, this scheme 
wuld provide as much new work in 
three years as would be lost to coal and 
nil workers in ten and one-half years. 
But it must not be overlooked that the 
Itkes reémployment measure, even if 
his estimate should prove valid, is only 
of three years’ duration, while the dis- 
jlacement of rail and bituminous labor 
rsulting from it will be permanent. 
Bureaucratic estimates of the past, 
wnfortunately, have been notoriously 
xtravagant. Readers may recall the 
brief survey of the reclamation record 
m the United States, made by this 
writer in the FoRTNIGHTLY of Septem- 
ber 30, 1943, wherein it was stated that 
despite the fantastic claims made by 
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Department of the Interior spokesmen 
of their ability to prove self-liquidating, 
not one reclamation project in the land 
has ever repaid 100 cents on the dollar 
of the Federal funds invested in it in 
the past forty years. They may recall 
that, in the face of competent engineer- 
ing opinion that the scheme was not 
economically feasible, Secretary Ickes 
made a PWA allotment of $10,000,000 
to the Passamaquoddy tidal power 
project, only to abandon the weird un- 
dertaking after some $7,000,000 of the 
taxpayers’ money had been sunk in it. 
And they may recall that every claim 
of a pending power shortage advanced 
by the Federal Power Commission dur- 
ing the past decade has proven false. 


b vids look at another phase of the 
Ickes proposal—the bringing into 
cultivation of six or sixteen million ad- 
ditional acres of land. Back in the clos- 
ing years of the roaring 1920’s the 
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Bureau of Reclamation and a group 


of venturesome souls in the Pacific 


Northwest were whooping up a scheme 
to irrigate the 1,200,000 acres of arid 
land in Dry Coulee, now about to be ir- 
rigated by waters from Grand Coulee 
dam. On January 30, 1930, then Secre- 
tary of Agriculture Arthur M. Hyde, 
formerly governor of Missouri, wrote 
the Board of Engineers for Rivers and 
Harbors, in part: 

We already have a productive agricultural 
capacity far beyond our needs. We have 
964,000,000 acres classed as land in farms. 
On about a third of this acreage we are al- 
ready producing enough products to feed and 
clothe our population and send vast surpluses 
abroad. These surpluses are at once the 
cause of low prices and our farm problem. 
If we are to have a profitable agriculture we 
need to reduce our cultivated acreage by 30 
to 40 million acres. ... 

These 12,000 additional farms would 
compete directly with the 71,000 already es- 
tablished in the state of Washington, and 
with the 144,000 farms in the adjoining states 
of Oregon, Idaho, and Montana, for every 
new farm competes with every established 
farm just as surely as every new steel mill, 
or oil well, or grocery store, competes with 
every established unit. 


After this war is over, we may be 
called upon to feed millions of destitute 
people abroad for a while, but unless 
we are to feed them forever, where will 
the market be found to absorb the out- 
put of this vastly expandedagriculture ? 
According to the Bureau of Census, we 
had 1,060,852,000 acres of land in 
farms in 1942, a boost of around a mil- 
lion acres over the figure Secretary 
Hyde used. It seems indisputable that 
the program of reclamation which 
Secretary Ickes proposes can hardly fail 
to provoke grave aggravation of our 
farm problems in postwar years. 


Ye finally, let’s look at a third phase 
of this proposal to spend more 


than $3,000,000,000 for power devel- 
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opment, irrigation, flood control, and 
navigation improvement in 17 western 
states. Where is the money coming 
from to repay these huge outlays? Stu- 
dents of public finance seem agreed that 
we will have a Federal debt of at least 
$300,000,000,000 by the time peace is 
declared, and that the cost of necessary 
rehabilitation of veterans—honest-to- 
God rehabilitation, not just boondog- 
gling—will increase that sum. Where 
is the money coming from? We've al- 
ready found that straight reclamation 
projects are lousy debtors. 

In his article in This Week, Secre- 
tary Ickes said, “By far the major part 
of the investment would be returned to 
the Federal Treasury directly from ir- 
rigation and power revenues.” And 
Chief Engineer Harper of the Bureau 
of Reclamation told the National Rec- 
lamation Association’s convention 
that the debt would be liquidated by 
crop returns, eventually expected to 
reach $80,000,000 a year. 

Let’s dispose of the Harper claim 
first. If crop returns ever should reach 
$80,000,000 a year—and don’t forget 
this is the claim of a bureaucrat who 
would benefit from the $3,000,000,000 
expenditure—it would take thirty-sev- 
en and one-half years to retire the 
debt, without interest, even if 100 per 
cent of these crop returns could be de- 
voted to debt retirement. But in all 
likelihood, the boys who raised these 
crops would be selfish enough to insist 
on keeping a little of these crop returns 
for themselves. You know—new ovet- 
alls and gasoline and money for the 
movies. And as for the Ickes claim of 
irrigation revenues helping to pay the 
freight, the record does not indicate 
that undertaking, when politically 
established and administered, is such a 
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“hot” money maker. In the last analy- 
is, if this Federal investment ever is 
returned to the national Treasury, it 
vill be because revenues from the sale 
of power are sufficient to do the job. 


ew memaciy as we have al- 
ready seen, the United States is 
likely to abound with electric genera- 
tion facilities after this war. Perhaps 
afew areas will need additions, but 
taking the country as a whole we will 
be amply supplied with equipment to 
turn out all the juice we need and have 
an unprecedented reserve capacity. So 
where will this power Ickes proposes 
to develop be sold? That isn’t even a 
§2 question, let alone $64. It will be 
sold in areas in the West now served 
by privately owned facilities. 


If this Ickes scheme carries, it will 
mean one of the most ambitious raids 
on privately owned electric utilities and 
their service areas ever witnessed in 
this country. Completion of the Ickes 
program will carry us a long way to- 
ward socialization of the business of 
producing and distributing of electric- 
ity in approximately half the land area 
of the country. 

Not only will socialization of these 
tax-paying enterprises mean a further 
burdening of all other forms of private 
enterprise throughout the land, but it 
will mean a further weakening of the 
defenses we supposedly are fighting for 
to protect our present American way of 
life. 

And maybe that’s what the shooting 
is all about. 





Pipe Line for Rubbish! 


HE demise of the ash can in favor of a pneumatic pipe line 
that will whisk rubbish direct from the home to a mu- 


nicipal incinerator in the model city of the future was predicted 
recently by Morris 'M. Cohn, Schenectady sanitation engineer. 
The incinerator, in turn, will provide heat and power for the 
community, Cohn said in his address, which was delivered be- 
fore the New York section of the American Society of Me- 
chanical Engineers. 

“The system,” he said, “would consist of a network of pneu- 
matic ducts under every street of the city, with a connection in 
every home, store, and industry. An airlock chamber will per- 
mit the property owner to discharge ground-up wastes into the 
city’s refuse ‘veins,’ from whence they would be sucked to an 
incinerator which would burn the débris and produce heat and 
power for the community.” 
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War-time Regulation 
Of Gas Companies 


The magnitude and complexity of the problems fac- 

ing the gas utilities during war-time reflected in gas 

rate and service decisions of Federal and state 
commissions. 


By NEIL H. DUFFY 


FULL appreciation of the nota- 
A ble job the gas utilities have 

been doing to further the 
prosecution of the war is being grasped 
more and more by the American pub- 
lic. The heinous attack on Pearl Har- 
bor brought the awful reality of war 
to America and, along with it, many 
problems for the gas industry. The 
magnitude and complexity of these 
problems are reflected to some degree in 
Federal and state regulatory commis- 
sion decisions relating to gas rates and 
service, 

One of the problems confronting gas 
utilities during the war is the continua- 
tion of service when faced with a 
shortage of supply or of plant capacity. 
Because of this, some commissions 
have permitted a relaxation of the ob- 
ligation to serve. Natural gas compa- 
nies, for example, were authorized by 
the California commission to put into 
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effect an emergency rule closing sur 
plus natural gas service (a) to new o 
former customers not being served a 
any location, (b) to customers fo 
equipment served gas on other thai 
surplus schedules, (c) to present sur 
plus customers for equipment using 
other fuels. The companies were carry: 
ing increased loads resulting from 
civilian and war demands. Require 
ments for gas had outstripped thei 
ability to meet them. 

The new rule was intended to avoid 
wasteful’ and uneconomical use 0 
limited dry gas resources. It wa 
deemed necessary not only from th 
longer-range viewpoint on conserva 
tion, but, even more so, by reason 0 
the fact that the continued heavy us 
of these dry gas reserves—which hav 
estimated lives in some cases of but 
fraction of a year—would serious! 
jeopardize this country’s enormo 
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fel requirements for war. The com- 
nission recognized the need to protect 
he general public interest but stated 
fat the restrictions as to additional 
ges of surplus gas would not, in its 
pinion, result in illegal discrimination. 
It was cautioned, however, that the 
nle should be viewed as an emergency 
measure. 

The commission declared it was tak- 
ng this step with some knowledge of 
fe increasing scarcity of fuel oil. It 
tilly recognized that old and new es- 
yitial war industries, as well as neces- 
ary civilian needs, must be considered. 
Accordingly, it expressed willingness 
»work with other agencies, state and 
federal, concerned with the problem, 
norder to insure a proper and fair 
istribution of the fuels that are and 
un be made available.” 

An equally alert and appreciative 
ittitude was evinced by the New York 
wmmission, which held that gas corn- 
wnies unable, because of war-time re- 
itrictions, to secure necessary material 
br the extension of mains or placing 
if services, and handicapped by strin- 
ent regulations on deliveries of oilused 
nthe manufacture of gas, should be 
authorized to restrict the furnishing of 
yace or building heating service to 
lw customers and for new equipment 
existing customers.* 


()* August 25, 1942, the War Pro- 
duction Board issued an order 
urtailing and prohibiting deliveries of 
manufactured gas because of war con- 
itions.® The force and spirit of this 
der were recognized by the Wiscon- 
in commission, which tentatively dis- 
Hproved a rule permitting a gas util- 
y to decline to serve new industrial, 
use-heating, and space-heating cus- 
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tomers, or to supply increased amounts 
to existing industrial and space-heating 
customers. The commission believed 
that the War Production Board’s or- 
der enabled the utility to restrict gas 
service without the enforcement of 
such a rule.* 

But in the District of Columbia a 
gas utility was permitted to restrict 
service for house or building heating 
—where gas was the principal fuel used 
—on the basis of installations prior to 
the date set for such restriction by the 
War Production Board, when the 
maximum demand, actual and poten- 
tial, in relation to the plant capacity 
made such limitation necessary.° 

Chairman Hankin, dissenting in 
part, said: 

... 1 think that the commission’s order is 
null and void, because it is contrary to the 
expressed provision of our statute which 
prohibits discriminatory service by public 
utilities. True, the War Production Board 
is not limited by our statutory provisions as 
to discrimination. But we are. Without the 
War Production Board’s order, and with- 
out any order on our part, the refusal of 
the gas company to furnish gas for space 
heating to any newcomers would undoubt- 
edly amount to discrimination, forbidden by 
the statute. The company maintains that an 
order should be issued which would oper- 
ate “equally” as to all newcomers. It over- 
looks, however, that newcomers are entitled 
to be treated equally with those who are 
already served. The failure to furnish gas 
to newcomers is none the less discrimina- 
tion, though accomplished with the blessing 
of this commission. 

The restriction of a company’s offer 
of auxiliary gas service, however, to 
those who have normally been supplied 
with heat from another source and a 
requirement that new users retain their 
facilities in order that they may resort 
to them in case the company terminates 
service impose an artificial restriction 
which should not be approved, accord- 
ing to a ruling of the New York com- 
mission.” 
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toe would seem that these temporary 
war-time restrictions of service are 
of such importance as not to be left to 
the discretion of the companies. For 
example, a rule filed by a gas utility 
permitting it to decline to serve new 
industrial, house-heating, and space- 
heating customers, or to supply in- 
creased amounts to existing industrial 
and space-heating customers, was held 
to be not merely an incidental provision 
with respect to rate schedule, but to set 
forth terms under which service of cer- 
tain individual customers could be cur- 
tailed or terminated, and therefore 
must have commission approval before 
it could be put into effect by the utility.® 

The increased tempo of war produc- 
tion has taxed gas plants to their ca- 
pacity. Consequently, the utilities have 
sought new sources of supply. Many 
applications for authority to expand 
facilities or to construct pipe lines to 
transport the needed supply of natural 
gas have been filed with the Federal 
Power Commission. The situation has 
presented a challenge. Favorable com- 
mission decisions have enabled the gas 
industry to meet that challenge. 

For example, the war emergency 
was held to require the granting of au- 
thority to an interstate natural gas 
company to connect with a distribut- 
ing company for distribution pursuant 
to directives of the War Production 


q 


“On August 25, 1942, the 


tured gas because of war con 
this order were recognized 


Board.® Likewise the requirements in 
the Natural Gas Act for the issuance of 
a certificate authorizing the construc- 
tion, installation, and operation of a 
natural gas pipe line connecting facili- 
ties of two natural gas companies were 
believed to have been satisfied when 
there was an apparent need for addi- 
tional sources of gas to meet a threat- 
ened shortage during war and when 
the availability of the reserves of one 
of the companies indicated that it 
would serve both for the present and 
the future.?° 


IX harmony with these rulings it was 
held that authority should be 
granted to construct an interstate nat- 
ural gas pipe line where there was a 
progressively increasing demand for, 
and a diminishing supply of, natural 
gas in the region affected. The commis- 
sion, however, thought that such au- 
thority should be withheld until the 
applicant produced evidence of firm 
commitments for securing necessary 
financing, commitments for an ade- 
quate supply, and authorization from 
the War Production Board for ma- 
terials required.™ 

In Wisconsin the state regulatory 
body held that a gas company should 
be authorized to construct such facili- 
ties as might be necessary to make a 
supply of natural gas available to it so 


e 


War Production Board issued 


an order curtailing and prohibiting deliveries of manufac- 


ditions. The force and spirit of 
by the Wisconsin commissicn, 


which tentatively disapproved a rule permitting a gas utility 
to decline to serve new industrial, house-heating, and space- 


heating customers, or to sup 


ply increased amounts to exist- 


ing industrial and space-heating customers.” 


MAR. 30, 1944 


408 





tensic 
when 
exceet 
the re 
Boarc 


A” 


preser 
bases 
persuz 
for at 
facilit: 
towns 
school 
beginn 
scarcit 
must p 
able st 
that cc 
ranted 
lic cont 
abanda 
It w 
public ¢ 
not pet 
of an j 
supplyi 
for ma 
longer 
longer | 
service, 
is deple 
ance of 
Acco 
Commi: 
essentia 
gas sery 
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long as this would not impair the com- 
pany’s ability to furnish adequate serv- 
ice at reasonable rates if it should de- 
cide on natural gas as the source or 
means of its supply.™ 

But the Pennsylvania commission 
has ruled that an order requiring an ex- 
tension of service should be rescinded 
when it was shown that the extension 
exceeded the permissible allowance in 
the regulations of the War Production 
Board.® . 


F, Grenncery for authority to aban- 
don service are constantly being 
presented to the commissions. The 
bases for such applications must be 
persuasive. For instance, an applicant 
for authority to abandon natural gas 
facilities and service to industries, 
towns and villages, and homes and 
school buildings heated by gas, at the 
beginning of winter and with war-time 
scarcities and limitations obtaining 
must prove convincingly that the avail- 
able supply is depleted to the extent 
that continuance of service is unwar- 
ranted and that present or future pub- 
lic convenience or necessity permit such 
abandonment."* 

It was decided in another case that 
public convenience and necessity would 
not permit abandonment of facilities 
of an interstate natural gas company 
supplying a local distributing company 
for many years, unless such use is no 
longer essential, the facilities are no 
longer being utilized in supplying such 
service, or the available supply of gas 
is depleted to the extent that continu- 
ance of service is unwarranted.” 

According to the Federal Power 
Commission, abandonment of facilities 
essential to supplying wholesale natural 
gas service at city gates to a local dis- 
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tributing company is not justified by 
the fact that the wholesale company 
requires salvaged material for other 
parts of its interconnected system.” 


HEN abandonment becomes nec- 
essary the older customers, it 
seems, must be taken care of as long as 
possible. It has been held that a nat- 
ural gas company seeking authority to 
abandon service to industries, domes- 
tic consumers, and others should not 
deliver gas to utilities or industries 
whose rights should be subordinated 
to those of older customers.’” Com- 
munities and industries which have en- 
joyed natural gas service are entitled 
to a reasonable period for readjustment 
before abandonment of service because 
of a depleted ‘supply is authorized, so 
as to enable them to substitute other 
fuels or other services in an orderly 
way. By the same token, industries en- 
gaged in war production should not be 
cut off on insufficient notice in order 
to make the pipe line available for other 
war industries elsewhere.’® An appli- 
cant for authority to abandon natural 
gas service, during a winter season, be- 
cause of a depleted supply, when dis- 
continuance of service would have 
quite serious and perhaps fatal results, 
must supply consumers through the 
current winter season to the very limit 
of capacity to purchase or produce.” 
The basic and ultimate question with 
which the commission is confronted on 
an application for authority to aban- 
don natural gas service is the sufficiency 
of the applicant’s presently available 
supply, in spite of evidence as to dis- 
sipation and exploitation of natural gas 
supply and misleading representations 
to consumers with respect to the con- 
tinuation of service.” 
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Expansion of Gas Facilities 


6é HE increased tempo of war production has taxed gas plants to 

their capacity. Consequently, the utilities have sought new 

sources of supply. Many applications for authority to expand facilities 

or to construct pipe lines to transport the needed supply of natural gas 

have been filed with the Federal Power Commission. The situation has 

presented a challenge. Favorable commission decisions have enabled 
the gas industry to meet that challenge.” 





It has been held that a natural gas 
company selling gas in interstate com- 
merce for resale for ultimate public 
consumption should be permitted to 
abandon service and sell its property 
to a manufactured gas company, which 
proposes to continue the service, where 
the supply of natural gas is depleted 
to such an extent that continuance of 
such service is unwarranted.” 


HE commissions have passed on 

many gas rate schedules during 
the past two years—most rate proceed- 
ings involving the usual questions of 
valuation, return, and expenses. Aside 
from these questions, however, there 
has been the fight against inflation, an 
attempt to keep utility rates down in 
spite of increased costs in other fields. 
Mindful of the Emergency Price Con- 
trol Act and President Roosevelt’s 
“hold the line” order, the commissions 
have rendered their decisions. 
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A declaration of policy as to earn 
ings during the war emergency wa: 
adopted by the Pennsylvania commis 
sion which stressed the importance of 
maintenance by the utilities of a strong 
financial position, the inadvisability o 
instituting formal rate investigatio 
in view of the artificial economic situa 
tion created by war conditions, and the 
necessity of codperation by utilities i 
refraining from payment of highe 
dividends or owners’ salaries.™ 

An increase in a gas rate during wa 
is not inflationary, according to the In 
diana commission, when it is still low 
er than the general gas rate level of th¢ 
state. Unless it raises the general pric 
level for the commodity or service in 
volved, inflation will not result. Th 
Massachusetts commission expressed 
the belief that an increase in rates i 
not unreasonable or improper during 
period of abnormal conditions, entirel 
beyond the control of management 
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when costs are increasing to such an 
extent that the increase in revenue is 
unlikely to result in bringing earnings 
back to former levels.** But the same 
authority held a gas utility should not 
be permitted to increase rates resulting 
in an increase in cost of living during 
war conditions, even though stockhold- 
ers have endured a long period with- 
out dividends where an increase in the 
cost of gas due to increased fuel cost 
is largely eliminated by fuel clauses 
contained in existing rate schedules, 
where the company has recently car- 
ried increasing amounts to surplus, and 
where there is the prospect that earn- 
ings will continue to improve during 
the war.”® 

Two decisions relating to gas rates 
for industrial service should be men- 
tioned. In Wisconsin, gas rates for in- 
dustrial service were increased. It was 
urged in behalf of large industrial 
users that their rates should not have 
been increased because they were en- 
gaged in production of war materials 
under contract prices based on existing 
gas rates. The increase ordered in such 
rates, however, was slight in relation 
to the total annual gas bill of such cus- 
tomers and the commission felt that 
it would not appreciably disturb cost 
estimates on which such large war con- 
tracts were based. Moreover, the in- 
crease ordered was the minimum rather 
than the maximum which the record 
warranted.” 


* service to camps, airports, and 
other military reservations has 
posed many problems for the utilities 
and for the commissions. For example, 
the matter of classifying such reserva- 
tions for rate purposes has been per- 
plexing. In one case it was held that 
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a lower gas rate made by authority of 
a city council, limited to gas for do- 
mestic use, ought to be given effect at a 
fort in so far as gas there is consumed 
for domestic use, but no further, when 
service is furnished to the fort under 
a contract providing that rates equal 
those fixed by the city council for like 
conditions of service. Gas furnished to 
a fort is for domestic uses to the extent 
that it is consumed in separately 
metered residences in the military 


reservation, but it is not supplied for 


domestic uses to the extent that it is 
used in offices, warehouses, carpenter 
and plumbing and electric shops, motor 
shops, hospital, fire station, post ex- 
change, tailor shop, gymnasium, swim- 
ming pool, commissary, mess halls, bar- 
racks, and latrines on the reservation.”” 

The gas industry constitutes a regu- 
lated monopoly. But even gas utilities 
must compete with other fuels. Gas for 
heating or industrial purposes competes 
with coal and oil. Fuel clauses became 
popular during the period of increas- 
ing prices because of the first World 
War. In view of the increasing cost of 
coal, the coal prices during the season 
1915-1916 were taken by the Illinois 
commission as the basis for determin- 
ing steam-heating rates with provision 
made for a variable rate differential, 
both up and down, predicated upon the 
future average cost of coal to the util- 
ity.*8 


B” where it appeared that fuel 
clauses had served their emer- 
gency purpose the commissions became 
less prone to approve rate schedules 
containing such clauses. The New Jer- 
sey commission refused to approve a 
rate for gas varying with the price of 
gas oil upon the ground that the re- 
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sulting uncertainty to the consumer, as 
to the price to be charged, would make 
it impractical and probably cause much 
confusion and annoyance.*® “Coal 
clauses” and “war labor clauses,” 
adopted by utilities to meet the un- 
usual conditions confronting them dur- 
ing the unsettled times incident to the 
war, should be superseded by more 
definite rates calculated to produce the 
required revenue, the Pennsylvania 
commission said.*° 

A similar attitude was adopted by 
the New York commission when it 
ruled that coal and oil clauses in gas 
rate schedules, providing for the auto- 
matic increase or decrease in the cost 
of gas, as the cost of coal and oil in- 
creases and decreases, should not be 
approved, since the cost of these com- 
modities is not the only factor in the 
cost of manufacturing gas that has 
changed greatly, and since the commis- 
sion has power to reopen the case and 
make necessary rate adjustments ex- 
peditiously as occasion arises. The com- 
mission mentioned that during the late 
war, sudden and extreme fluctuations 
in the price of coal led to many pro- 
posals to establish rates with a standard 
base and varying upward and down- 
ward from that base as the price of 
coal should rise or fall.** The Penn- 
sylvania commission said that coal 
clauses in rate contracts, having served 
their emergency purpose, and having 


largely disappeared from tariff sched. 
ules, would not be declared illegal since 
it cannot be said that they were unjust 
or unreasonable in the results follow- 
ing their application.™ 


HIs trend away from fuel clauses 

was also noted in another Massa- 
chusetts decision holding that in grant- 
ing relief to gas companies necessitated 
by the abnormal increase in operating 
expenses due to war, the Massachu- 
setts Board of Gas and Electric Light 
Commissioners would not provide for 
automatic adjustment of prices based 
upon the so-called “service at cost” 
theory recently adopted by the legisla- 
ture, with respect to the street railways, 
but would modify its rate orders from 
time to time in such manner as may be 
necessary to do justice either to the 
consumers or the companies. 

But another World War is with us 
and again prices have spiraled upward. 
History has repeated itself and fuel 
clauses have put in their appearance. 
Too, the tendency has been to author- 
ize the incorporation of such clauses 
into gas rate schedules. 

Introduction of a fuel adjustment 
clause into gas and electric rate sched- 
ules was authorized by the Connecticut 
commission as a means of integrating 
public utility rates, which are general- 
ly of a rigid nature, into a flexible na- 
tional economy, bringing about a re- 
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“THE commissions have passed on many gas rate schedules 
q during the past two years—most rate proceedings involving 
the usual questions of valuation, return, and expenses. Aside 
from these questions, however, there has been the fight 


against inflation ... Mindfu 


l of the Emergency Price Con- 


trol Act and President Roosevelt's ‘hold the line’ order, the 
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duction in customer payments during 
aperiod of falling prices in depression 
eras When customers must reduce liv- 
ing expenses and likewise increasing 
the price to customers in an upward 
swing of price levels at a time when the 
ibility of the customer to pay has 
moved upward. It was mentioned that 
the clause was designed not to increase 
the company’s net revenue but to per- 
mit the company to recoup increases in 
the cost of fuel arising out of the pres- 
ent national emergency and, at the 
same time, to give to the customers the 
benefit of any decrease in the cost of 
fuel that may occur in any subsequent 
downward trend of price levels. The 
commission said it was a matter of 
common knowledge that the cost of fuel 
had advanced substantially within the 
past year and that no one was in a posi- 
tion to predict what the cost would be 
in the immediate future or within the 
next few years. If a utility company 
was to remain financially sound as a 
means of serving the public, some 
recognition must be given to increase 
in the cost of fuel as a major item of 
expense incurred in the generation of 
dectricity and the production of gas, 
it was concluded.** 


A CHARGE for gas resulting from 
an increase pursuant to an auto- 
matic adjustment clause in a filed rate 
schedule is presumptively both lawful 
and reasonable, according to the Wis- 


consin commission.®® 


In North Carolina a surcharge fuel 
dause was permitted to be incorpo- 
rated in the rate schedules of a gas 
company upon a showing that since 
establishment of the rates there had 
been a substantial increase in the cost 
of coal and oil, it being asserted that 
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unless an increase in rates was granted 
or a fuel clause authorized the com- 
pany could not meet its operating 
cost.*@ 

But the New York commission’s re- 
luctance to issue blanket approval of 
all fuel clauses was evinced when it 
stated that a provision in a gas rate 
schedule for a surcharge dependent 
upon the cost of oil is subject to criti- 
cism when it does not take into account 
variations in the revenue from resid- 
uals and the effect of variable gas and 
materials ; it would be unfair for a rate 
schedule to be so drawn that whenever 
the cost of certain elements increases, 
the price charged for the product would 
increase to the same degree without 
considering any offsetting effect of 
other factors. “The establishment of 
an oil surcharge,” it said, “raises many 
more complexities than an electric sur- 
charge because of the variety of raw 
materials and by-products involved, all 
of which vary considerably in their 
market value from year to year.”*" In 
another case it held that a gas company 
did not show justification for a rate 
increase in the form of a coal surcharge 
where it presented evidence showing 
only the increased cost of coal and 
failed to show whether other costs had 
increased or decreased, since, if rates 
should be increased because one item 
of cost has increased, they should also 
be decreased when one item of cost has 
decreased.** 


| 8 peo amieg of an oil clause pro- 
viding for an increase in the price 
of gas dependent upon the price of oil 
was predicated upon the fact that it was 
applicable only to gas supplied in ex- 
cess of one million cubic feet per 
month, excluding the excess charge 
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Bimonthly Meter Reading and Billing 


4 aaneabiend meter reading and billing were permitted where this 
would not result in bills sufficiently large to be burdensome for 
consumers to pay, and, on the other hand, the saving in operating ex- 
penses would be to the advantage of consumers, it appearing further that 
many employees were leaving to enter the armed services and that many 
of those who would lose their present positions because of the change in 
the meter-reading practice would be available for other work of the 
company.” 





from all below that amount. “Tf it is 
logical to provide for an increase in 
the price of gas as the cost of oil in- 
creases,” the commission said, “there 
is no foundation for applying such in- 
crease to gas used in excess of one mil- 
lion cubic feet per month and with- 
holding its application to all gas sup- 
plied below one million cubic feet per 
month,” 

The Wisconsin commission issued a 
statement, in a proceeding on a com- 
plaint against increased rates for gas 
for space heating under an automatic 
adjustment clause relating gas rates to 
price of competitive fuel oil, that it 
would order an investigation of rate 
schedules of all gas companies which 
contain automatic adjustment clauses 
based on the cost of competing fuel, in 
view of materially changed conditions 
during the war period subsequent to 
adoption of such clauses. In this case 
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the commission held that figures on the 
present rate of return of the company 
and on the proposed return under rates 
increased pursuant to the automatic ad- 
justment clause, together with figures 
showing the rate of return on income 
by applying different Federal tax rates, 
do not constitute a sufficent basis for a 
finding that the increase tends towards 
inflation during war.’ A gas company 
having on file a rate schedule contain- 
ing an automatic adjustment clause, 
under which rates are increased or de- 
creased when the price of competitive 
fuel oil varies, has no alternative but 
to vary its price for gas in accordance 
with the schedule, and a consequent in- 
crease in rates is not the result of an 
affirmative act by the company.* 


i refusing to suspend the operation 
of fuel adjustment clauses until 
such time as competition between gas 
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ind oil should be restored, the Wiscon- 
in commission stated that the validity 
§ automatic adjustment clauses, 
whereby rates for space-heating gas 
rary with the price of competitive fuel 
il, should not be determined solely 
son the merits of contentions as to 
he absence of competition between gas 
and oi! during a war period and poten- 
ial competition but must be determined 
son the basis of the fundamental prin- 
iples of rate making which justified 
fuel adjustment clauses when they were 
wriginated and the application of those 
principles to a change in circumstances 
ifecting the space-heating service.® 

The fact that a particular utility 
wrvice is in competition with a service 
ot commodity furnished by private 
mterprise is not sufficient to justify a 
sparate classification for that particu- 
hr utility service, although competi- 
tion may serve as a criterion or one of 
the criteria for the level of the lower 
rates for a special class of utility serv- 
ite.* The effect of the application of 
adjustment clauses, relating the rate 
for space-heating gas to the prevailing 
pice of competitive fuel oil, was held 
to be a charge for space-heating serv- 
ite substantially the equivalent of the 
value of the service for which the 
tharges were made.*® The commission 
was of the belief that the inherent 
value of gas for space heating is 
nither created by so-called competi- 
tion with any other fuel, nor is it de- 
sttoyed by the removal of that com- 
petition. 

The value of oil for space heating, it 
toncluded, is just as reliable a measure 
of the value of gas for space-heating 
purposes during a time when competi- 
tion may be affected by Federal reg- 
lation of fuel oil prices as at the time 
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gas rates based on an adjustment clause 
relating rates to the price of fuel oil 
were approved, notwithstanding the 
temporary removal of competition be- 
tween gas and oil for space heating.” 
Incremental costs incurred by a gas 
utility in furnishing space-heating 
services—or fluctuations in such in- 
cremental cost—do not, in the commis- ° 
sion’s opinion, constitute a proper 
substitute for the price of fuel oil or 
fluctuations therein as a criterion for 
determining the proper level of space- 
heating rates. 


Be rates for space heating are 
justifiably lower than for other 
services involving comparable con- 
sumption, according to the Wisconsin 
commission, simply because this gas is 
not worth as much as gas for other 
purposes. The commission stated that 
while the price of a fuel such as oil in 
competition may be sufficient to meas- 
ure or to limit the value of gas for 
space-heating service, that competition 
does not of itself create the difference 
between the value to the consumer of 
gas for space heating and the value of 
the identical commodity for other and 
different uses.“ The essential and de- 
terminative basis of the validity of 
rates for space-heating gas, related by 
adjustment clauses to the price of com- 
petitive fuel oil, must rest in the fact 
that the value of gas for space-heating 
purposes is less than the value of gas 
used in comparable quantities for other 
services, furnished by the utility, what- 
ever may have been the reasons for the 
proposal of such rates or their ap- 
proval. The difference in value be- 
tween gas for space heating and the 
same gas for other uses furnishes the 
logical basis for the separate classifica- 
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tion for space-heating service, the com- 
mission argued, because of the funda- 
mental principle of rate making that 
reasonable rates cannot result in 
charges for any service which are more 
than such service is worth to the cus- 
tomer.*? 

The fact that the rendition of space- 
heating gas service could be furnished 
at such a slight incremental cost that 
it would be financially advantageous 
for a utility to furnish such service at 
lower rates than would be charged for 
comparable consumptions of gas does 
not justify the separate classification 
for such service or the lower rate 
therefor, it was held; furnishing gas 
to one customer was considered not 
unlike the furnishing of the same gas 
to another customer, where the amount 
of gas furnished was comparable or 
the same, simply because the service to 
one customer was more profitable or 
advantageous to the utility than the 
service furnished to such other cus- 
tomer.™ 


oe for a separate classi- 
fication of service, or a differential 
in rates involved, does not lie in the fact 
that a utility at the time of filing rates 
for such separate service had a produc- 
tion capacity in excess of the demands 
for then existing customers.™ So elimi- 
nation of a separate schedule for space- 
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heating gas, under a proposal to in. 
clude future consumption for that pur. 
pose along with regular domestic or 
commercial use, was approved in order 
to eliminate the necessity of maintain- 
ing two separate meters during a war 
period where there was in view a pos- 
sible meter shortage.™ 

The commission also stated that 
rates for space-heating gas should per- 
mit a recovery not only of the incre- 
mental expense incident to space-heat- 
ing service but also some portion of the 
remainder of the total operating and 
other expenses comprising the total 
costs of furnishing services in their 
entirety, and rates for space heating 
should be designed to recover as much 
of such remainder of costs as is pos- 
sible within the limitation of the value 
of such services. And the mere fact 
alone that the price of space-heating 
gas has been increased, pursuant to the 
requirements of an automatic adjust- 
ment clause varying the rate with the 
price of a competitive fuel oil (the price 
of which has been increased either with 
the consent or approval of the Office of 
Price Administration) is not sufficient 
to justify the commission in conclud- 
ing that the rate increase was contrary 
to the Emergency Price Control Act.* 


UESTIONS of payment, like ques- 
tions of service, have been pre- 


that it is consumed in separately metered residences in the 


q “Gas furnished to a fort is for domestic uses to the extent 


military reservation, but it is not supplied for domestic uses 
to the extent that tt is used in offices, warehouses, carpenter 
and plumbing and electric shops, motor shops, hospital, fire 
station, post exchange, tailor shop, gymnasium, swimming 
pool, commissary, mess halls, barracks, and latrines on the 
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sented to the commissions during the 
war years. The New York commis- 
sion was of the opinion that a so-called 
budget plan of meter reading and bill- 
ing, proposed as a war measure, and 
improvement over existing methods, 
whereby meters (except for consumers 
having demand meters) are read at the 
end of 4-month periods and interim 
monthly bills are based on the average 
monthly charge over an annual period, 
with an option to customers to mark 
on a card the position of meter dials 
each month as a billing basis, should be 
disapproved when, by reason of the 
substitution of a uniform charge for 
slow payment instead of gross and net 
rates, there will be a substantial net in- 
crease in revenues (charges being in- 
creased to more than one-half the cus- 
tomers) without substantial savings in 
derical work or material savings in 
gasoline and rubber.” 

Bimonthly meter reading and billing 
was permitted where this would not re- 
sult in bills sufficiently large to be bur- 
densome for consumers to pay, and, 
on the other hand, the saving in op- 
erating expenses would be to the ad- 
vantage of consumers, it appearing 
further that many employees were leav- 
ing to enter the armed services and 
that many of those who would lose 
their present positions hecause of the 
thange in the meter-reading practice 
would be available for other work of 
the company.®® In this case the opinion 
was expressed that bimonthly meter 


reading and billing should not be dis- 
approved on the ground that it will 
result in a reduction in employment of 
meter readers, thus increasing ufem- 
ployment. An objection that bi- 
monthly meter reading and billing 
would be inconvenient to consumers 
because many have difficulty in paying 
smaller bills monthly was rejected as 
being untenable when monthly bills are 
small and bimonthly bills would aver- 
age $4 to $6 for the great majority of 
consumers; this would not be so large 
as to create undue hardship, especially 
in a period of high and rising wages.™ 


to were also the old problems 
of penalty clauses relating to 
delinquent payment of gas bills. A gas 
utility operating in widely scattered 
territory during a period of war should 
be permitted to add its 5 per cent 
penalty to bills when paid after service 
denial for delinquency as well as a re- 
connection charge because of the extra 
amount of work involved in driving to 
the customer’s premises to turn on and 
turn off service.“ The rule requiring 
gas customers to pay one cent per hun- 
dred cubic feet on delinquent bills was 
modified to provide for a penalty of 5 
per cent. 

So, both the gas utilities and the 
commissions have been faced with the 
problems of service, rates, and pay- 
ment. Action has been required of both 
and both have acted. And what’s more, 
they are doing remarkably well. 
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Free (?) Flow of Communication 


ey: HE whole history of cable operation has been one of high rates be- 
cause of high costs. Consider for a moment the government’s first 
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cable message. In 1866, when Maximilian set himself up as emperor o 
Mexico, President Johnson sent Phil Sheridan with 50,000 troops to the Texas 
border. It was important to let Europe know immediately that he meant busi- 
ness. He despatched a cable message at a 50 per cent government discount, 
or a NET CosT OF $23,000. Rates in general had to move downward and as 
they did history has proved that traffic moved up. But stu it ts idle to talk 
about the free flow of information and intelligence at either $23,000 per mes- 
sage, or at the current rate of 30 cents per word between this country and tts 
neighbors to the south, which is largely geared to cable costs.” 


one.” 


—JamMeES LAWRENCE FLy, 
Chairman, Federal Communications Commission. 
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Economic Poison Ivy 


An attempt to inaugurate a new public utility in 
the form of a cold storage plant for the benefit of 
farmers in a small Virginia town has been blocked, 
says the author, by REA opposition because it 
started out to be a private enterprise. 


By HERBERT COREY 


the one hundredth anniversary 

of the famous Rochdale experi- 
ment in England in which the princi- 
ples of the modern cooperative were 
first put into successful practice. The 
true coOperative, according to the “En- 
tyclopaedia Britannica,” is a “volun- 
tary union of persons, on a democratic 
basis, to supply its members with goods 
and services, or to employ its members 
in producing for sale, or to sell its mem- 
bers produce, or to finance its mem- 
bers, or to combine all these aims in 
one, and at the same time to distribute 
surpluses in a manner agreed upon by 
the members as fair to each and every 
one.” 

It is an interesting commentary upon 
the history of the codperative move- 
ment throughout the world that it 
seems to thrive almost in inverse pro- 
portion to the flourishing state of pri- 
vate enterprise in any particular coun- 
try. Russia, for example, which never 


Tite year of our Lord, 1944, is 
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did have wide-scale private enterprise, 
but jumped almost directly from czar- 
ist feudalism to a collectivist state un- 
der the Soviets, had the greatest num- 
ber of cooperatives in prewar Europe. 
In the United States, on the other 
hand, where private enterprise has 
reached its fullest flower of production 
and distribution of living standards for 
all citizens, the cooperative movement 
has made the poorest headway of any 
major country considering size and 
importance. 

True, the codperative movement is 
growing to some extent in the United 
States. But its growth has been at a 
snail’s pace compared with the busi- 
ness growth of private enterprise. For 
example, in 1929-30, the last boom 
year before the depression, the num- 
ber of purchasing and marketing co- 
ops reached its all-time peak in the 
United States with 12,000. They had 
3,100,000 members and did an esti- 
mated business of $2,500,000,000. 
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By 1941, the number of such codp- 
eratives in the United States had ac- 
tually declined to 10,550, while their 
membership had modestly increased to 
3,600,000, and the total estimated busi- 
ness had advanced to $2,840,000,000. 
Compare such spotty progress with the 
general average industrial production 
for all United States business compiled 
by the Federal Reserve Board. In 1930 
this index stood at 91. By the end of 
1941 (pre-Pearl Harbor), it had ad- 
vanced to 156. These co-op figures do 
not include the REA electric co-ops 
for reasons which will be presently 
discussed. 


HE trouble with American co-ops, 
when they are left to go along on 
their own in competition with private 
enterprise, is that the more successful 
ones have a tendency to turn into pri- 
vate enterprise by very reason of their 


success. The least successful ones sim- 
ply drop out of the picture eventually. 
Perhaps the most interesting of all is 
the fact that the veteran co-ops which 
keep going, year after year, are devoted 
principally to the simpler forms of en- 
terprise and in few, if any, cases have 
they mastered the successful operation 
of really technical industrial produc- 
tion. Thus, out of the 10,550 co-ops 
(still not counting the REA co-ops) 
operating in the United States in 1941, 
a little more than a quarter of them 
were simply purchasing co-ops. Ap- 
proximately another quarter was en- 
gaged in marketing dairy products; 
still another quarter in marketing 
grain; and the balance was scattered 
over various agricultural activities, 
such as livestock, cotton ginning, to- 
bacco, etc. 

The reason for this, of course, is that 
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the very voluntary and democratic or. 
ganization of a true cooperative tends 
to limit it, in the exercise of manage. 
rial training and in the discipline and 
efficiency of personnel—all of which 
are not similarly inhibited under the 
impetus of a profit motive. Nor can 
these inhibitions be offset entirely even 
by the delegation of duties to full-time 
managers and staff personnel. In other 
words, the operation of a complicated 
technical business such as an electric 


light and power plant can be no more 


successfully handled by a voluntary 
group of pleasant and well-meaning 
neighbors than by the local Democratic 
Marching and Chowder Club, or the 
Elks’ lodge. 


= experience of the telephone in- 
dustry is pretty good proof of 
this. Back around the turn of the cen- 
tury when the telephone business was 
still something new and relatively sim- 
ple in its development, farmer mutual 
telephone companies sprang up all over 
the country. They found that with the 
expenditure of a few dollars they could 
buy their own crank-type wall receiy- 
ers and rig up a connection with neigh- 
boring fatmers through a small switch- 
board placed in the kitchen of some 
kind widow who needed an extra dol- 
lar or two and welcomed the oppor- 
tunity of supervising such an exchange 
of conversation. The connection was 
invariably the single wire ground type, 
often utilizing barbwire fence without 
a pretense of post installation. 

But when the telephone industry 
came of age, and when this simple, rude 
equipment began to wear out, these 
farmer co-ops found that they could 
not get satisfactory communication 
with the outside world or even with 
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each other. They found that the tele- 
phone business had become a scientific 
and highly technical enterprise and was 
becoming more so. 

In 1902 there were 3,039 mutual 
systems. By 1927 it was estimated that 
nearly 5,000 mutual companies were 
operating central switchboards, not 
counting thousands of informal rural 
lines without switchboard or connec- 
tion with commercial telephone com- 
panies. By the end of 1937 the number 
had dropped to approximately 2,620 
mutual companies. And today the num- 
ber is probably considerably less 
through a constant process of consoli- 
dation, merger, and abandonment. 


ee of these earlier mutual systems 
turned out to be quite successful. 
This was generally through the efforts 
of some guiding hand who frequently 
saw to it that it eventually turned into 
aprivate company so that he could reap 
his just reward. Others sold out to 
commercial companies or simply folded 
up through obsolescence, because they 
had nothing valuable enough to sell. 
Today, the farmer mutual companies 
transact such an insignificant part of 
the nation’s telephone business invest- 
ment as to be inconsequential. 

So much for co-ops which are left 
alone to struggle in competition with 
private enterprise. In their favor it 


may be said that they fill a consider- 
able need in rural areas—perform these 
relatively simple marketing and pur- 
chasing tasks, which are not sufficient- 
ly attractive to private capital and 
which otherwise would not be per- 
formed at all. 

Further, in apparent contradiction 
of the old axiom that nothing succeeds 
like success, it would appear that, in 
many cases where these co-ops have 
become signally successful, they have 
also succeeded in attracting private en- 
terprise; and eventually they departed 
by the “front door” into the realm of 
commercial incorporation. 

Will this be the fate of some 850 
rural electric codperatives which have 
been brought into existence under a 
Federal policy allowing them liberal 
loans, engineering, financial, and man- 
agerial guidance, and a number of other 
advantages backed by the favor and 
credit of the national government? No 
one can foretell. The Rural Electrifica- 
tion Act, passed in 1936, has a statu- 
tory life of ten years. If after that, the 
strong hand of Federal government is 
withdrawn and the REA co-ops are 
left to shift for themselves (with a tidy 
heritage of tax exemption and other 
governmental favors, both state and 
Federal) they might well follow the 
path beaten by the farmer mutual tele- 
phone companies three decades ago. 
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cooperative movement throughout the world that it seems 


q:: is an interesting commentary upon the history of the 


to thrive almost in inverse proportion to the flourishing state 


of private enterprise in any particular country. Russia, for 
example, which never did have wide-scale private enterprise, 
but jumped almost directly from czarist feudalism to a col- 
lectivist state under the Soviets, had the greatest number of 
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B” it would be a brave prophet and, 
in this writer’s opinion, not a very 
smart one who would suggest that Con- 
gress in 1946 will not be disposed to 
extend the life of the REA. REA offi- 
cials are already making plans along 
that line. REA Deputy Administrator 
Neal, in a recent meeting with repre- 
sentatives of the International Brother- 
hood of Electrical Workers, even spoke 
on the “permanency of REA.” 

REA is powerful political medicine 
' for both Republican and Democratic 
Congressmen from rural and semirural 
areas. There are probably more REA 
co-ops in Republican states today than 
in Democratic states. And so, it would 
not be surprising if REA did not only 
continue to go on holding up the eco- 
nomic pants of the individual co-ops 
with the strong hand of a centralized 
Federal agency, but might eventually 
find other tasks for such a busy hand. 

If in the postwar years we come 
upon another era of “public works” 
spending it is even conceivable that 
REA could bring in plans for turning 
itself from a lending to a spending 
agency. It would thereby electrify To- 
bacco Road dwellings which in no other 
way could be reached on a self-liqui- 
dating basis. The usual arguments for 
making jobs and spreading the more 
abundant life would, of course, apply. 
They might even look into a revfval of 
rural telephony, via the farmer co-op 
now buttressed with Federal credit. 
But this is looking a long way into the 
future. The political and economic at- 
mosphere of the late forties might, on 
the contrary, turn out to be hostile to 
such elaboration of REA operations. 

The obvious distinction between the 
REA co-op and the run-of-the-mill 
agricultural co-op is the fact that the 
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former does not make its own way un- 
aided, It is managed by remote control 
from Washington or St. Louis. By vir- 
tue of such management it is not truly 
“voluntary” or really “democratic” in 
the classical sense of the old Rochdale 
experiment. 


HE recent evidence before the sub- 
committee of the Senate Agricul- 
ture Committee investigating REA 
shows that an REA co-op does not 
have too much say about its own op- 
erations. Its rates are determined. Its 
engineering and financial policies are 
determined. Its plant and construction 
practices are standardized even to the 
point of taking away a co-op’s veto 
power on whether to use copper or 
aluminum for its conductor. The REA 
Administrator, under the standard con- 
tract, even has a limited amount of dis- 
cretion in determining what a co-op 
does with its own money, after paying 
off the current instalments of its loan. 
Doubtless all this paternalism is a 
fine thing for the REA co-ops, even 
though a good bit of it has to be paid 
for out of the pockets of the general 
taxpayers. It probably prevents the 
REA co-ops from going the way of the 
farmer mutual telephone companies in 
the early twentieth century. But because 
it is artificially supported and to some 
extent partially subsidized, it certainly 
puts the co-ops a good bit ahead in the 
competitive race with private enter- 
prise. This may or may not be a good 
thing on the whole and in the long 
run—depending on what kind of a 
country we decide to have after the 
war. 
But a pertinent question arises as to 
whether this discriminatory influence 
will be felt, not only by the competitive 
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Growth of Co-op Movement 


“. .. the codperative movement is growing to some extent in the United 

States. But its growth has been at a snail’s pace compared with the busi- 

ness growth of private enterprise. For example, in 1929-30, the last 

boom year before the depression, the number of purchasing and market- 

ing co-ops reached their all-time peak in the United States with 12,000. 

They had 3,100,000 members and did an estimated business of 
2,500,000,000.” 





private electric utilities (which don’t 
count politically anyhow and are wide- 
ly assumed to be able to take care of 
themselves) but by other private en- 
terprise in the average rural com- 
munity. 


H™:; an example, not typical— 
indeed as yet rather unique. But 
it might well be a shadow of things to 
come. 

Manassas, Virginia, is a town of 1,- 
300 people, 33 miles from Washing- 
ton. The farming land around it is 
about average, neither rich nor poor. 
Its thrifty residents once owned an 
dectric light and power company, but 
the Rural Electrification Administra- 
tion took it over. The money crop is 
tobacco, but most farmers have a cow 
or two, some hogs, perhaps a few sheep 
—although sheep are a bad risk be- 
tause of the prevalence of hound dogs 
~and a garden patch. 
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Manassas has more than its share of 
government offices, because the Na- 
tional Youth Administration had an 
establishment there until Congress 
tired of the NYA and cut off its ap- 
propriations. Startled visitors see what 
appears to be a university on the out- 
skirts of the town. There is a hall, built 
of wood and covering perhaps six 
acres. In this the students were to have 
been instructed. Surrounding it are 
well-built barracks of brick and frame 
in which the students were to have 
been sheltered. All are now slowly 
deteriorating, as empty buildings do. 

Not many towns of 1,300 popula- 
tion have such an elaborate plant. It is 
a certainty that there are not enough 
youth in the immediate vicinity to fill 
its classrooms. Cynics hint that it was 
built in Manassas because U. S. Sena- 
tor Harry F. Byrd of Virginia is not 
an admirer of the present national ad- 
ministration and some unnamed per- 
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son thought that Manassans might be 
moved to gratitude to the donors and 
against Mr. Byrd by this elaborate gift. 


© eva government offices in 
Manassas include the post office 
and the other bureaus which issue cards 
and permits and questionnaires and 
regulations to the residents. Frank 
Cox is the County Farm Agent and 
Miss Grim is the County Demonstra- 
tion Agent. They are well spoken of 
by the farmers with whom they come 
in contact. They stand well in the com- 
munity. The chamber of commerce is 
an up-and-coming organization and 
endeavors to keep abreast of what is 
going on. Some weeks ago the cham- 
ber invited Frank R. Wilson to tell it 
about the cold storage lockers which 
are making such changes in the lives 
of American farmers. 

It may not be necessary to use much 
space in describing this new industry 
which has already been given a public 
utility status in some states. 

There are now about 5,000 cold 
storage locker plants in the United 
States. It has been stated that there 
would now be 20,000 if war priorities 
had not put a stop to building. 

The average small community plant 
consists of a building in which are 
placed the cooling, aging, and quick- 
freezing units. For $9 the plant man- 
agement will kill and dress a steer, cool 
the carcass in the first of the three 
rooms, age it for ten days in the sec- 
ond, freeze it hard as granite in the 
third. It is then cut into convenient 
portions and stored in the 6 x 6 locker 
of its owner. Each piece has been 
wrapped in moisture-proof paper and 
marked, so that the housewife may 
select the roast or steak or soup bone 
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she needs for her operations. Thes¢ 
lockers are rented at $10 to $12 a yea 
and are available for fruits, berries, and 
vegetables as well as meats. 


HE National Association of 

Frozen Food Locker Associations 
is convinced that when building regula 
tions are relaxed food locker plants 
will be built in every rural community 
About $17,500 is the limit of practi 
cable cost and not more than 10 miles 
is the radius of operation. Farmers 
will not drive a greater distance 
Grocers favor the food lockers, fo 
their own problems are greatly les 
sened. Farmers are no longer com 
pelled to throw their produce on the 
market and take what price is offered 
Commission men watch the city mar 
kets and buy from the locker renters 
through the manager of the company 
and save loss and spoilage. 

Frank R. Wilson is the analyst of 
Census Bureau statistics for the De 
partment of Commerce. He is alsa 
the owner and remote control operato 
of a rich Iowa farm. His study of the 
situation convinced him that if the en 
tire farming community were served 
by food lockers farming would agai 
become a way of life. It is being pushed 
by modern conditions toward facto 
operation. He foresaw the return of 
migrated farmers to their farms, the 
revival of slowly dying rural communi 
ties, and the restoration of hundreds 0 
thousands of acres of fundamentall 
fertile land which have been stripped 
by their hard-pressed owners to prof 
itable production. 

He addressed the Senate Committee 
on Agriculture to this effect in an ef- 
fort to get priorities for 1,000 locker 
plants. 
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HEN the National Association of 
Frozen Food Locker Asso- 

jations asked him to speak to them 
tt Des Moines. His talk was crammed 
ith census figures. Most of us read 
mch figures without full comprehen- 
ion. He made them come alive. 
Whereupon the chamber of com- 
erce asked him to come over into 
Manassas and help them. They wanted 
ractical information about what and 
hhy and how much and how. When 
he talk was ended some one asked : 
“Could we start a locker plant here?” 
But of course. The chamber named 
;committee consisting of E. G. Par- 
ish, owner of the local ice plant, 
County Agent Frank Cox, and County 
Demonstrator Grim. It was planned 
) circularize the farmers. An unoc- 
pied building was available for the 
tousing of the freezing apparatus. 
There being only one source of elec- 
icity the intention was to take cur- 
ent from the local REA plant. Be- 
use Manassas is only 33 miles from 
Vashington the tentative plan was to 
ifer to provide chickens, eggs, and 
nilk and butter to clients. The hotels 
and clubs would jump at the chance of 
getting supplies from a source which 
ould be so easily checked on quality. 
The farmers could be assured of larger 
net returns than are possible when sales 
are made on the open market. 
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This is not a criticism of the mar- 
kets. There has simply not been any 
way of controlling productionand price. 

Then J. Y. Roseberry, the local man- 
ager of the REA co-op, asked the cham- 
ber of commerce to give him a hearing. 
He stated that he had called the REA 
office at St. Louis, where Administra- 
tor Harry Slattery is in command, and 
put the situation before his chiefs. 
They authorized him to take over the 
cold storage plant plans. Funds would 
be allocated for the erection of a build- 
ing, the installation of freezing units 
and lockers, and the expenditure of 
whatever money was necessary to make 
certain that the Manassas cold storage 
plant would be shuffled safely into the 
REA cooperative hands. 


— on this authorization and 
without communication to the or- 
ganization which had planned to invest 
private funds he began to solicit the 
farmers to drop the plan which had 
been first in the field and go over to 
the government cheap-loan scheme. 
The chamber of commerce may have 
been somewhat perturbed by Mr. Rose- 
berry’s boldness. The prospective 
stockholders in the to-be-privately 
owned company were their friends and 
neighbors. 

They might object to the gov- 
ernment’s snatching of a  poten- 
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Democratic Congressmen from rural and semirural areas. 


q “REA ts powerful political medicine for both Republican and 


There are probably more REA co-ops in Republican states 
today than in Democratic states. And so, it would not be 
surprising if REA did not only continue to go on holding up 
the economic pants of the individual co-ops with the strong 
hand of a centralized Federal agency, but might eventually 
find other tasks for such a busy hand.” 
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tially profitable enterprise right out 
from under their noses. 

It is possible that the members of 
the chamber realized, too, that when 
government money is offered to any 
enterprise for free, in antagonism with 
private money, the government usually 
wins. Well, they were right in a way. 
The private promoter lost out, in any 
event. It must likewise be observed that 
the government has various men and 
women in its service in Manassas. 
There is always the possibility that the 
huge and at present disused plant of 
the NYA might be started up again by 
the government, either for a revitalized 
NYA or for some other government 
enterprise. It must grieve any thrifty 
soul to see those buildings slowly 
mouldering. 


ig is impossible for the onlooker to 
evade confrontation with the fact 
that the average man would hesitate to 
oppose and possibly embitter a govern- 
ment which has been so free with its 
spending. But the chamber of com- 
merce did make an effort to compose an 
unpleasant situation. It called Mr. Wil- 
son and Mr. Roseberry to a meeting, 
in the hope that an amicable under- 
standing might be reached. They met 
but there was no composition. Mr. 
Roseberry was all for a cooperative en- 
terprise, under the direction of the 
REA and at its initial cost. The 
farmers, he urged, knew well that they 
should be grateful to REA for the 
favors they had received in the past. 

Mr. Wilson said in effect : 

“I presume that the primary interest 
of REA is in the consumption of 
power. Our private enterprise will 
meet that situation as well as a publicly 
owned company.” 
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But the REA, it appeared, was not 
merely interested in the sale of power, 
It wished to control the operation of 
the business. 

“The sale of power,” Mr. Roseberry 
is reported to have said, “is a very 
small item.” 

Net result: Mr. Wilson gave up. 
Private enterprise was frozen out. 
Manassas as yet has no locker plant 
and not even a definite commitment 
that it will ever get one from REA, 
but that’s likely enough eventually, 
The government has driven out the 
private investor. It is reported, on what 
appears to be good authority, that the 
REA has moved into the cold storage 
locker business in other towns. The 
moving has not been complete in 
some of these towns because the REA 
has not been able to obtain priorities 
for the machinery and materials it 
needs. It is also reported, again on 
what appears to be good authority, that 
the cold storage plants built through 
the use of government funds have a 
tendency to be far more costly than 
those built by frugal men who have no 
country-wide scheme of domination in 
their minds. 


B” to furnish the millions of § 
farmers in the country with the 
cold storage facilities contemplated in 
this plan means that thousands of these 
small plants may be built. A new util- 
ity business is in the process of crea- 
tion. Each small plant employs sev- 
eral persons, and the collateral bene- 
fits extend to makers of moisture-proof 
paper, lockers, freezing units, re- 
frigerated trucks, cold boxes for ship- 
ping, and the like. The average small 
plant must spend about $900 annually 
for electricity. 
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The REA wants to gain control of 
much of this new industry as it can. 
mt is obvious. Mr. Roseberry’s 
htement of the attitude of his su- 
riors in St. Louis is significant. The 
rper the government goes into the 
ulm of what used to be private busi- 
ss the more tax money it will ask 
the higher the tax rate must go. 
cold storage plant in Manassas, 
med by the Manassans, must pay 
es to county, state, and nation. 
wned by the government it pays no 
Kes at all. 

Only all the rest of us pay for all 
government spends. 

Now the point in all this discussion 
simply this: Is the current govern- 
ent practice of favoring and subsi- 
hing the cooperative dangerous to our 
sic tax-paying private enterprise? 
le have seen that the old-fashioned 
mer co-op left alone to get along 
small crumbs of favoritism such as 
h exemption is not harmful to the 
age commercial competition. It 
ids to shrivel up in vigorous competi- 
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tion, or hide out in simple, pastoral 
fields where it is no problem and doubt- 
less a great comfort to its members. 


B” when we take the same co-op 
form and pump it full of tax 
money and other kinds of government 
favors, are we not watering weeds 
otherwise content to stay in less tilled 
or tillable fields of enterprise? Is there 
not danger it will become a poisonous 
parasite, eventually running over and 
strangling all kinds of thriving, tax- 
paying private business? 

The electric power business is al- 
ready well festooned with this growth. 
Tomorrow may be the telephone indus- 
try. And, as seen above, here we have 
a tiny shoot of a brand new private 
industry promising great strides after 
the war—the cold locker—barely lift- 
ing its head above the ground. And al- 
ready the bighting clutch of the 
parasite is about its roots. Is this the 
system of private enterprise we're 
supposed to protect in the postwar 
world? How about this, Mr. Baruch? 





ccy ‘ 7 HILE this.Congress idles, our Capitol has become the 
international headquarters of the ‘order of the empty 


satchel where delegates assemble in answer to the urging of 
starry-eyed ‘globats’ who course the world making lush and 
ridiculous promises of American goods and American money, 
while here at home our people are forced to give up and pay 
for hundreds of essentials such as farm machinery, food, gaso- 
line, clothing, and even crude rubber, that these articles may be 
given to noncombatant nations where people are not now, and 
in my opinion never will be, engaged in participation of all-out 
war. ‘All out’ is correct, inasmuch as they all keep out financial- 
ly as much as possible.” 
—Catvin D. JOHNSON, 
U. S. Representative from Illinois. 
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Reaction to Mr. Ferguson 
On Depreciation 


WAS much interested in the article which 
appeared in the ForTNiIGHTLy, issue 
of March 16th, by Samuel Ferguson, entitled 
“The Effect of Arbitrary Property ‘Write- 
downs.’” I have gone over this analysis care- 
fully and submit the following in reaction to 
Mr. Ferguson’s piece: 

First, is he not under misapprehension 
as to what the Federal Power Commission 
(FPC) accounting requirements and the Na- 
tional Association of Railroad and Utilities 
Commissioners (NARUC) depreciation rec- 
ommendations involve? Second, is he not 
misconstruing these accounting standards in 
considering them as part of a “collectivist” 
movement for free public acquisition of the 
utilities ? 

‘As to the first question, I do not see how he 
can consider the FPC and NARUC account- 
ing provisions as in any way confiscatory or 
intended to take anything from the utilities to 
which they are entitled. All that they involve 
is to charge systematically to operating ex- 
penses the physical and functional depreciation 
as it develops, and to accrue the amount in the 
depreciation reserve. They assume, of course, 
that the current depreciation charges to oper- 
ating expenses would be included in the total 
costs covered by the rates paid by consumers. 

The charges to operating expenses auto- 
matically result in retaining corresponding 
monies in the enterprise to replace the depre- 
ciation that accrued during the accounting pe- 
riod. The consumers thus pay the amount of 
the depreciation, the company retains it in the 
business, and it is then devoted to further 
property additions or current assets required 
for operation. Consequently, the deduction of 
the reserve at any time from the original plant 
costs of the properties furnishes correspond- 
ingly the net company investment in the prop- 
erties devoted to public service. 

This procedure simply cannot result in 
confiscation, directly or indirectly, of the com- 
pany’s properties. On the contrary, it con- 
serves systematically the original investment 
as embodied in the construction costs. With 
such accounting the net plant investment is 
shown at any time by the original cost of the 
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properties as reflected in the plant account 
less the depreciation reserve which contains 
the cumulative past charges to operating ex 
penses as current depreciation took place. Ho 
he can conceive such accounting procedure a 
destructive to the company’s investment I jus 
cannot see. 

He makes much of the point that the ex 
pected service life of the various property units 
cannot be definitely determined, so that factua 
depreciation cannot be established at any time 
I agree, of course, that exact prediction as to 
life serviceability for the various proper 
units of a company cannot be accurately pre 
determined, but this does not change the fact 


physical and functional factors is necessary. 
But, if the predictions prove to be wrong to 
serious extent, subsequent estimates | 
charges can be modified. He himself suggest: 
such modifications with reference to his pro- 
posals, and they can be made similarly in con- 
nection with the FPC and NARUC account- 
ing provisions. 


r. Fercuson is, of course, correct in 
M holding that all factors of depreciation do 
not move along directly with time. However, all 
depreciation whatever is due to time; this ap- 
plies to physical wear and decay and to func- 
tional decline resulting from technological de- 
velopment and changes in service require- 
ments. The managerial job is to make the best 
estimates possible, and then to make such ad- 
justments as appear warranted from time to 
time. 

Perhaps an important difficulty in his think- 
ing and reaction appears in the term “depre- 
ciation.” Taken by itself it signifies decline i 
value, and he evidently feels mental resistance 
to the idea that there is any determinable de- 
cline as time goes on. However, as I look on 
the term it does not signify decrease in value 
as used in the FPC and NARUC accounting 
provisions. It merely represents an allocation 
of original plant costs to operating expenses 
as time and use of the facilities continue, with 
the purpose that all the original costs shall be 
charged to operating expenses during the life- 
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ime of the various property units. Subject to 
jstimates and periodical adjustments, the net 
sult is to present a systematic accounting 
ind financial record in regard to plant costs 
ind their gradual charge-off to operating ex- 
ynses. I do not see how the uncertain time 
factor vitiates the process, nor how a com- 
ny can possibly be injuriously affected, for 
ie charges to operating expenses are paid by 
nsumers and a fair return is correspondingly 
mid on the investment as presented by orig- 
imal cost less the depreciation reserve. 

| might add that unfortunately the account- 
ng and legal discussions of depreciation and 
iis relation to the maintenance and showing of 
avestment have often been befogged by the 


there is no theoretical or 
ractical difficulty in allocating original plant 
sts to operating expenses as the various 
jlant units advance in age and approach the 
me of retirement (either because of physi- 
al or functional causes). 


| was much interested in Mr. Ferguson’s line 
of proposal in setting up a depreciation 
nserve predicated directly upon correspond- 


pses (apart from other factors) the original 
wst of the properties should be used without 
my deduction for depreciation. The reserve 
ind fund, according to his explanation, should 
have reasonable relation to the physical and 
functional depreciation that has taken place, 
ad the current provisions should be adjusted 
fom time to time according to operating de- 
velopments. 

Now, if I have clearly understood his pro- 
posal I can agree entirely with its financial 
propriety, if the plan were properly estab- 
ished and systematically followed. However, 
this would preclude the use of the funds con- 
tributed by consumers for the purpose of plant 
uditions, and so would require larger invest- 
ments through corporate securities. Further- 
nore, his plan would naturally require initial 
ajustments in setting up a fund-reserve ade- 
quate to meet the existing physical and func- 
tonal depreciation. Since most companies have 
no such fund-reserve provisions, they would 
have to make them out of their own resources, 
probably through new security issues. The net 
result in the consumer-investor ’ relationship 
would be identical with the taking of the orig- 
inal cost of the properties and deducting there- 
ftom the properly determined depreciation 
tovering both physical and functional causes. 

After the initial adjustment, the subse- 
quent provisions would maintain regular sep- 
tration of the fund-reserve accounting from 
the company’s plant investment. This would 
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mean that the company would have its return 
based on undepreciated plant cost, but the con- 
sumers would have systematically conserved 
the depreciation fund-reserve provisions. The 
net result throughout, except for interest rates, 
would be exactly the same as under the FPC 
and NARUC depreciation accounting. 

I .do not see how he can conceive really 
fundamental differences between the two sys- 
tems of depreciation provisions. However, his 
plan is definitely more radical than the FPC 
and NARUC provisions. These are predicated 
upon the almost universal practice of using 
the depreciation funds to finance property ad- 
ditions, and not maintaining a distinct depre- 
ciation fund in relation to the reserve. As I see 
the situation, to require such segregation and 
separate handling as he proposes would result 
not only in compelling general departure from 
long-established policy and practice, but also 
in requiring extensive plant financing through 
security issues, and in calling for much more 
work and responsibility in maintaining the 
separate fund-reserve standards. 

I might add that the FPC and NARUC 
accounting is sufficiently flexible to permit the 
incorporation of his plan if any company de- 
sires to maintain such distinct fund-reserve 
showing. Personally, I can see no advantage, 
especially in the case of companies which are 
growing and have to make continuous and 
substantial provisions for plant expansion. 
However, in the case of static or recessive 
companies, his proposal might have merit in 
keeping replacement funds distinct from the 
plant accounts. 


A’ to my second introductory question, I 
cannot see how the FPC and NARUC, 
or his depreciation procedures, can have any- 
thing to do with collectivism or nationaliza- 
tion of public utility industries. The account- 
ing is predicated definitely on the assumption 


of private company organization and opera- 
tion. It is intended to conserve the private 
investments and to protect equally the con- 
sumer interests. It has nothing whatever to do 
with any program of public ownership or any 
other form of collectivism. 

On the contrary, I feel that the FPC and 
NARUC accounting provisions might have a 
good deal to do in preventing the advance of 
the public ownership movement. In part this 
has been due to the utility profligacies of the 
1920’s, and in large part to the past ineffective- 
ness of public regulation. This ineffectiveness 
in turn has been due to lack of systematic 
rate base and other provisions for the fixing 
of reasonable rates. 

With the recent Supreme Court decision in 
the Hope Natural Gas Company Case, the rate 
base trouble can now be eliminated. If the com- 
missions throughout the country now adopt 
original cost less depreciation (plus working 
capital) as rate base, and if they make appro- 
priate initial determination of original cost and 
depreciation, and if then the FPC and NARUC 
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accounting provisions are applied, regulation 
can be converted to systematic administration, 
to replace the past conflicts of interest and 
litigation. 

If such definite and administrable regula- 
tion is established on the basis of exact show- 
ing of facts by the accounts under commis- 
sion jurisdiction, then a major force for pub- 
lic ownership or other form of collectivism 
will be eliminated. It seems to me that as a 
leader in the industry he would put his in- 
fluence directly and forcefully in support of 
regularly administrable regulation, instead of 
at least halfway supporting the old conditions 
which largely destroyed regulation and gave 
impetus to the collectivist activity. 

—Joun BAuER, 

Director, The American Public Utilities 

Bureau. 
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Correction from Dr. Knappen 


Y attention has been called to page 287 
of the March 2, 1944, issue of the Pusiic 
Utitities FortNIGHTLY, wherein M. R. Ky- 
naston purports to quote some _ testimony 
which I gave before a New York Public 


Service Commission hearing on January 3 
1944, in connection with the application by th 
Brooklyn Borough Gas Company for an in 
crease in its rates. 

I-am certain that you would not knowing} 
print in quctation marks a sequence of word 
which is not supported by the official record 


Stenographers, 

Albany, New York. A copy of their officia 
record is before me and the exact languag 
used is as follows (pp. 1010-1011) : 


ings should ever fall sc low as to endange 
temporarily the payment of imterest. 

ance companies do not go running to the cour 
asking for judgments upon slight provoca 


“... If the stock is in the hands of a friend! 
holder, one who is not dependent upon th 
regular payment ot the quarterly dividend 
for its own survival, or even for its prosper 
ity, then the fact that net income may va 
somewhat from time to time is not a matte 
of dire consequence.” 

LAURENCE S. KNAPPEN, 

Senior rate analyst, OPA Utilities Divisio 





Joe Eastman’s Last Testament for Regulation 


(Following is an excerpt from a statement made by the 
late Joseph B. Eastman at a testimonial of his twenty-fifth 
year of Federal service, one month before his death.) 


“With the country as big and complex as it is, administrative tribunals 
like the ICC are necessities. Probably we shall have more rather than 
less. To be successful they must be masters of their own souls, and 
known to be such. It is the duty of the President to determine their 
personnel, and of Congress to determine by statute the policies which 
they are to administer; but in the administration of those policies these 
tribunals must not be under the domination or influence of either the 
President or Congress or of anything else than their own independent 
judgment of the facts and the law. . . . Political domination will ruin 
such a tribunal. I have seen this happen many times, particularly in 
the states. . 

“There is nothing more important than to curb abuse of power, wherever 
it may reside, and power is always subject to abuse.” 


Then he emphasized the major problem of government : 


“The personnel which does the administering is more important than 
the wording of the statute. Good men can produce better results with 
a poor law than poor men can produce with a good law.” 
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Wire and Wireless 
Communication 


HE Senate Appropriations Com- 

mittee went stronger than the 
House of Representatives in cutting the 
ppropriation of the Federal Communi- 
ations Commission in considering the 
Independent Offices Appropriation Bill. 
The Senate group cut an additional $509,- 
00 from the FCC’s 1945 fiscal appro- 
pation over and above slashes made by 
he House. If the upper chamber sus- 
tins its Appropriations Committee, 
which is regarded as likely, the FCC 
would operate for the year ending June 
0, 1945, with $207,843,000, or $2,163,- 
87 less than the 1945 budget request 
of President Roosevelt. 

In effect, this would strip the FCC of 
irtually all war-time intelligence ac- 
tivity, except radio monitoring in conti- 
nntal United States and territorial 
possessions. 

The House of Representatives earlier 
tad slashed $1,654,857 from the pro- 
posed FCC budget, but it did leave the 
request of $2,209,000 for normal func- 
tons untouched. 


* * ca * 


i= month before the House of Repre- 
sentatives special investigating com- 


mittee, Chairman James L. Fly com- 
menced testimony rebutting that which 
tad been heretofore made against the 
FCC before that committee. His testi- 
mony took place over the protest of the 
wo minority members of the committee 


~ Representatives Wigglesworth of 
Massachusetts and Miller of Missouri, 
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who claimed that the majority of the 
committee is conducting a “whitewash” 
investigation. 

The minority members also protested 
against hearing testimony without the 
services of competent counsel to replace 
Eugene L. Garey, resigned. Chief In- 
vestigator Harry S. Barger, who is an 
attorney, was temporarily acting as the 
committee’s general counsel. He was as- 
sisted by Harvey Walker, attorney-in- 
vestigator, who with two stenographers 
make up the remains of the committee’s 
staff as the result of recent resignations. 

On March 7th Representative Miller 
went on the floor of the House to criticize 
the majority for resuming hearings with- 
out general counsel and to read into the 
Congressional Record excerpts from 
testimony of David H. Deibler, FCC at- 
torney, taken May 13, 1943, by mem- 
bers of the committee’s staff. Represent- 
ative Magnuson, Democrat of Wash- 
ington, who addressed the House follow- 
ing Mr. Miller, pleaded that the investi- 
gation be confined to committee chambers 
and that further grievances be kept from 
the floor. 

The House committee heard Chair- 
man Fly categorically deny all charges 
which had been leveled at the outset of 
the probe. He clashed frequently with 
committee members and several times 
was cautioned to confine his remarks to 
rebuttal testimony. 

Developments through testimony of 
Mr. Fly and cross-examination by all 
committee members as well as counsel 
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included the following: Assertions by 
both Chairman Lea and Representative 
Hart that the commission would not dic- 
tate procedure in the investigation; re- 
peated clashes between Mr. Fly and the 
committee, particularly Representative 
Miller. 

Twice Representative Miller accused 
Mr. Fly of attempting to “make a 
speech.” Although instructed by Chair- 
man Lea to confine his testimony to a 
preliminary statement and rebuttal to 
specific charges, Mr. Fly succeeded in 
getting into the record considerable testi- 
mony as to the commission’s activities in 
the common carrier field, not yet touched 
upon by the committee probe. 


M* Fiy vigorously denied that he 
or the FCC had anything to do 
with Pearl Harbor and branded the 
charges as “ridiculous.” He referred to 
a letter written by Chairman Vinson, 
Democrat of Georgia, of the House Na- 
val Affairs Committee to President 
Roosevelt as “hogwash” and was warned 
by Representative Hart not to “impugn” 
members of Congress. 

Several times during the hearings Mr. 
Fly referred to charges leveled by Mr. 
Garey as “flight of fancy” and “ridicu- 
lous.” He denied he had blocked legisla- 
tion to permit wire tapping and that the 
commission had refused to turn over to 
the FBI fingerprints of some 200,000 
radio operators and communications em- 
ployees until six months after the United 
States entered the war. Under cross- 
examination, the FCC chairman declared 
the responsibility for Pearl Harbor be- 
longed to the armed services and the 
FBI. 

Mr, Fly said the British have dis- 
criminated against American interna- 
tional news services, have created a ““Lon- 
don bottleneck,” and that the only solu- 
tion to international communications 
problems lies in (1) unified carrier and 
(2) international agreements. 

Chairman Lea denied that Mr. Fly’s 
letter asking for early hearings for FCC 
defense had anything to do with resum- 
ing the hearings with the FCC on the 
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stand. “In the first place this hearing jg 
not in response to the letter from Mr. 
Fly,” said the chairman. “Personally | 
thought the letter was uncalled for be- 
cause the committee had already resolved 
to grant the commission a hearing.” 

With reference to Mr. Fly’s sugges- 
tion that the FCC legal staff could pre- 
pare its case and assist the committee, 
Chairman Lea declared : “We did not ex- 
pect that the commission’s legal staff was 
going to control this investigation. I 
want to say right now that this committee 
proposes a thorough, careful investiga- 
tion. We ask of those who criticize to 
wait until we are through and to judge us 
by what we do.” 

Explaining Mr. Barger’s appointment 
as “acting attorney,” Mr. Lea said “no 
man is more familiar with the record than 
Mr. Barger.” 

With preliminaries out of the way Mr. 
Fly immediately took issue with charges 
that he had refused to testify before the 
committee and declared that the “record 
is replete with requests and demands o 
the commission to be heard.” Whe 
Representative Miller questioned that 
statement with reference to an appear 
ance of Mr. Fly before the committed 
last July, the FCC chairman attempted 
lengthy explanation, 


FTER a heated exchange, in whi 
Representative Miller demanded td 
know “whether or not you took a run 
out powder,” Mr. Fly protested that h¢ 
wanted no special favor from the com 
mittee and “would not be content wit 
any suggestion of whitewash.” “When 
was called before,” he said, “the docu 
ment called. for was a confidential file. 1 
had nothing to do with the commissio 
We come here in a complete spirit of co 
dperation. That is what the committe 
wants and that is what the committee wi 
get. We’re happy to be here and hav 
the opportunity to testify. We are pre 
pared to answer questions and give th 
committee any information you seek.” 
Mr, Barger informed the committe 
that since appropriations had beef 
brought up, the FCC testimony befor 
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WIRE AND WIRELESS COMMUNICATION 


both the House and Senate Appropria- 
tions subcommittees consumed 210 pages, 
whereas other larger and equally impor- 
tant agencies were given briefer hear- 
ings. When Mr. Lea instructed him to 
proceed, Mr. Fly observed: “No other 
ste here is quite so crucial. I’m im- 
pelled to say time is of the essence—days 
may be decisive.” 

When Mr. Fly said he thought Com- 
missioner Craven was brought before the 
committee because his views were simi- 
lr to those of the former counsel, Rep- 
resentative Miller objected that the re- 
marks were not “proper procedure” and 
wain Chairman Lea instructed the wit- 
ness to “proceed and direct yourself to 
the matters at hand.” 

Mr. Fly started to talk about WMCA 
and was interrupted by Chairman Lea, 
who reminded: “Of course you under- 
tand the committee has agreed not to 
tke up WMCA at this time.” 

Fly told how the commission polices 
the air for unlicensed stations and men- 
tioned that the committee had given 
‘very little attention to the commission’s 
functions in the common carrier field.” 
He offered in evidence charts showing 
vhat the commission had done to reduce 
tlephone rates. 

Mr. Barger remarked that the com- 
nittee had not gone into that phase of 
mmission’ work, Chairman Lea sur- 
nised it was in the form of a preliminary 


statement and Representative Miller de-. 


nanded that testimony be confined to re- 
buttal of charges already made. Then 
followed argument over whether the 
tharts should be admitted. Representa- 
tves Lea, Magnuson, and Miller ex- 
hanged words with Mr. Fly interpos- 
ig a suggestion now and then. The FCC 
airman agreed with Representative 
Miller that the information was not rele- 
rant but he added: “I think Mr. Miller 
would be happy to know that the public 
was saved two or three hundred million 


LY told how the commission had ex- 
panded broadcast coverage to remote 
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areas, how regulation had been relaxed, 
and added that the “reduction of tele- 
phone rates bears upon this problem.” 
Miller exploded: “To make a plea for 
reducing telephone rates at this hearing is 
nothing more than a political plea.” Mr. 
Fly explained he referred to lines for 
broadcast and not commercial telephone 
rates. The commission, he said, had been 
instrumental in affording better remote 
control coverage by relaxing regulations, 
particularly in New York. 

Mr. Fly urged a unified common car- 
rier in the international field, taking in 
both cable and radio communications, 
and told the committee that no “single 
subject is more important in the future 
of this country in the world tomorrow 
than a free flow of communications.” He 
advocated world-wide freedom of speech 
and of the press. He closed his talk on 
international communications by declar- 
ing that America did not discriminate in 
rates, as he charged Britain was doing. 

Questioned by Representative Magnu- 
son, Fly denied that he had received 
communications from the Army, Navy, 
or FBI on the subject of communication 
precaution in Hawaii before the Pearl 
Harbor disaster. Mr. Fly read into the 
record a letter from J. Howard Worrall, 
president of the Hawaiian Broadcasting 
System, in which he said he had no in- 
formation that Mr. Fly had blocked a 
voluntary agreement between stations of 
Hawaii and the Army and Navy to dis- 
continue foreign-language broadcasts. 
He could not recall whether that letter 
was solicited but said that “if we didn’t, 
we would have solicited it.” He asked 
for letters from other station operators 
on the same subject, he said, as he read 
them into the record. Substantially they 
were similar. Fly stated: 

I have but one comment to make about this 
purported speech of mine where I attacked 
this nonexistent agreement which the Army 
and Navy was supposed to have had with 
the broadcasters. The comment is this: I 
never made such a speech and there never 
was such an agreement. I think, Mr. Chair- 
man, that settles this phase of the investi- 
gation. 


Representative Miller moved that the 
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comment be stricken, that the committee 
would decide when a phase of the in- 
vestigation was settled. Following an ex- 
change between Representative Miller 
and Mr. Fly, Chairman Lea said: “Mo- 
tion denied. The policy of the chairman 
is going to be liberal on both sides. There 
has been a great deal of opinion put into 
the record without objection. It’s a 
statement of the witness towards his own 


N March 9th Representative Miller 
asked : “Did you or did you not op- 
pose legislation for wire tapping?” 
After Mr. Fly made several attempts at 
explanation without a direct answer, 
Representative Miller asked: “What 
type of legislation did you oppose in that 
field?” Mr. Fly said he had taken no 
position. “I want to make it clear,” he 
said, “that the armed forces and the FBI 
were tapping wire services prior to 
Pearl Harbor and the Department of 
Justice held it was legal.” He denied he 
opposed wire-tapping legislation but said 
there was some opposition to an original 
bill on the subject. “Now if you want 
us to censor in time of peace then you'll 
have to enact legislation,” he commented. 
“Prior to Pearl Harbor,” Representa- 
tive Miller asked, “had it ever been 
brought to your attention by the Secre- 
tary of the Navy that there was some dis- 
loyalty among the personnel in the Com- 
munications Defense Board [now the 
BWC]?” “Committees were investi- 
gated,” replied Chairman Fly, adding: 
“This all has to do with the BWC and 
that’s outside the resolution of this com- 
mittee.” 

“Do I understand you to refuse to 
testify like you did last July?” demanded 
Mr. Miller. 

“Was your position on the BWC in- 
dependent of the fact that you are chair- 
man of the FCC?” asked Chairman Lea. 

Discussion developed that Mr, Fly 
was appointed to the BWC because of his 
connection with the FCC, although he de- 
nied that the functions of the two or- 
ganizations were kindred. BWC, he said, 
exercises those powers delegated to the 
President while the Federal Communi- 
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cations Commission functions under a 
legislative act. 

Representative Miller read portions of 
a letter written March 7, 1942, to Presj- 
dent Roosevelt by Chairman Vinson, 
Democrat of Georgia, of the House 
Naval Affairs Committee, declaring that 
Mr. Fly was hampering the armed serv- 
ices. Mr. Fly said: “I never knew of that 
letter until after this committee intro- 
duced it.” Representative Magnuson 
commented that to his knowledge the 
letter’s subject never came before the 
whole committee. 

“Admiral Hooper’s fingerprints are all 
over it,” declared Mr. Fly, referring to 
the Vinson letter which had been placed 
in the committee’s record. He charged 
that Admiral Hooper “wrote it” for 
Chairman Vinson. Representative Hart 
objected: “Regardless of who prepared 
the letter the sentiments are those of Mr. 
Vinson. You can’t come in here and im- 
pugn the chairman of the committee.” 

“TJ want to make it clear, Mr. Hart, 
that Chairman Vinson never took it up 
with us, but it’s obvious he was swayed 
by someone,” Mr. Fly said. 

Mr. Barger asked Chairman Fly if he 
did not know Chairman Vinson’s letter 
was dated March 7, 1942, while Admiral 
Hooper’s memorandum was dated May 
14, 1942, more than two months later. 
Mr. Fly started several sentences and 
finally said: “May I make a statement? 
Here is an effort by Admiral Hooper to 
remove me as chairman of the BWC and 
I think that is in particular pertinence to 
the subject here.” 


SS. Miller quoted from 
a memorandum from Attorney Gen- 
eral Biddle, given the committee a year 
ago, and setting forth that despite re- 
quests of the FBI to the FCC for finger- 
prints of some 200,000 radio operators 
and communications employees, it was 
not until June 27, 1942, that the first batch 
was delivered. Throughout cross-ex- 
amination Mr. Fly steadfastly denied 
that the commission had refused to turn 
over the fingerprints. He asserted they 
were available in January, 1942, but the 
FBI didn’t take them until June. 
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Financial News 


and 
Comment 


By OWEN ELY 


A New Profit-sharing Plan 


fbr perennial problem of utility rate 
regulation involves the problem of 
holding earnings to a “fair rate of re- 
turn,” while at the same time providing 
the necessary incentive for investors to 
place new funds in utility common stocks. 
Since 1932 the amount of new financing 
for electric utilities has averaged only 
about 10-20 per cent of the average dur- 
ing the 1920’s, and the amount of “new 
money” stock financing has been negli- 
gible. Utility companies have been forced 
to “live on their fat’—+.e., to spend 
money for betterments which should 
have been paid to common stockholders 
in dividends, or held as liquid surplus. It 
is remarkable that the industry has been 
able to handle a heavy war-time construc- 
tion program, now largely completed, 
without substantial new financing, But 
this trend cannot continue indefinitely 
into the future without penalizing the in- 
dustry, and both consumers and security 
holders will share in the penalty. Anti- 
quated machinery may be retained instead 
of being replaced by new and more effi- 
cient equipment, simply because the 
management can’t take the risk of seek- 
ing new funds, and will be limited to what 
it can conveniently spend out of income 
and depreciation. 

“Fair rate of return” has varied widely 
throughout the United States, depending 
on the ideas of local commissions and 
courts. Some commissions have been 
lenient and others “tough,” and the per- 
centage return allowed by the courts has 
tended to vary historically with money 
rates. 


At the present time, with interest 
tates at an extremely low level, there is a 
tendency to push the “fair rate of return” 
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below the traditional 6 per cent. The 
figures in the table on page 436 were 
obtained for 1922-1937 from census data 
covering the electric light and power in- 
dustry, while the 1942 figures are esti- 
mated on the basis of available 1941 
figures. The results indicate that the per- 
centage return on investment has been 
steadily declining over the past two 
decades, despite the fact that in the past 
ten years net plant account has remained 
almost stationary, due to substantial 
write-offs and the increase in depreciation 
reserves; yet during this period the 
amount of electricity generated by pri- 
vate electric companies has more than 
doubled. 


HERE have been a number of at- 

tempts in this country to work out 
profit-sharing plans in order to make a 
fair apportionment of any increase in 
earnings as between consumers and 
stockholders, or conversely to protect 
stockholders against increased costs. 
“Fuel clauses” have frequently been in- 
corporated into industrial and commercial 
rate schedules, less frequently into resi- 
dential. 

The Hartford Electric Light Com- 
pany has a provision for a surcharge on 
all schedules in the event of increases in 
fuel costs, or in Federal, state, or local 
taxes based on volume of revenues. The 
so-called Washington plan has been in 
operation in the District of Columbia 
since 1924. In that year an agreement was 
reached between Potomac Electric Power 
Company (North American system), 
the public utilities commission, and the 
supreme court of the District of Colum- 
bia, fixing the property value and allow- 
ing rates which would yield 73 per cent 
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RETURN ON INVESTMENT, U. S. ELECTRIC UTILITIES 
(Millions of Dollars) 


Reserve 
$ 341 
700 
1,141 
1,346 
2,400 


Net Plant 
$3,888 
9,887 
13,229 
12,703 
13,000 


Income 


e 


on that value. Under the agreement one- 
half the excess earnings above 7} per 
cent was applied to reduction of rates the 
following year. The rate of return was 
later modified by agreement, being re- 
duced to 7 per cent in 1933, to 63 per 
cent in 1936, and 6 per cent in 1938 (at 
which time the formula for rate reduc- 
tion was made somewhat more compli- 
cated). A similar sliding-scale arrange- 
ment became effective in 1935 for 
Washington Gas Light Company, with a 
basic return of 64 per cent. 

The Washington plan worked satis- 
factorily until a year or so ago. A rate in- 
crease granted to Washington Gas Light 
by the District utilities commission was 
halted by James F. Byrnes, Director of 
Economic Stabilization, who suggested to 
Federal Price Administrator Leon Hen- 
derson that the case be reopened for “a 
more adequate study of its effect on the 
national stabilization program.” When 
the commission refused to consider the 
resulting OPA petition that it vacate its 
order, the case was referred to the district 
court, which backed up the OPA. On ap- 
peal the court of appeals held against 
OPA. The matter is now before the 
U. S. Supreme Court for final determina- 
tion. 


| genes ELEctRIc PowER made a rate 
reduction of $311,784 about a year 
ago, based on the sliding-scale plan, but 
Federal agencies intervened in the pro- 
ceedings before the commission and 
sought a larger reduction, together with 
changes in the method of determining 
rates. 

The company appealed from the 
commission’s order, claiming that no re- 
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duction in rates was proper and that the 
method of determining the reduction was 
not only a marked departure from pro- 
cedure contemplated under the sliding- 
scale plan, but involved fundamentally 
unsound principles with respect to taxes 
and was erroneous as regards treatment 
of certain matters in the rate base. The 
various appeals have been consolidated 
and the hearing concluded, but the court 
has not yet rendered its decision. The 
local commission has now ordered an in- 
vestigation to determine whether the 
sliding-scale plan should be continued in 
its present form, or with basic modifica- 
tions, or be abandoned. 

The Supreme Court in its recent deci- 
sion in the Hope Natural Gas Case 
stressed the point that a utility should en- 
joy “rates which enable the company to 
operate successfully, to maintain its 
financial integrity, to attract capital, and 
to compensate its investors for the risks 
assumed.” The court thus laid stress on 
earning power in relation to capital needs, 
rather than on “fair value” with its long- 
standing implication of net reproduction 
cost, or the newer ideas of “aboriginal 
cost” or “prudent investment.” 

By an interesting coincidence, the 
breakdown in the principal profit-sharing 
plan for utilities in this country has 
agreed with an indicated favorable atti- 
tude by the Supreme Court toward such 
a pragmatic solution of the rate problem. 
While the court did not come out openly 
for profit sharing, it recognized the prin- 
ciple that common stockholders must be 
protected if the utilities are to continue as 
a private industry, and profit sharing ap- 
pears to be the best approach toward such 
protection. 
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HE proposed rate adjustment plan 

for the electric department of New 
Jersey Power & Light Company, de- 
veloped recently by the New Jersey Board 
of Public Utility Commissioners in ne- 
gotiations with the company (assisted by 
Dr. J. Rhodes Foster, formerly chief 
economist of the commission, and Mal- 
colm Davis, vice president of Gilbert As- 
sociates, Inc., consultants for the 
company) is therefore of timely in- 
terest. The plan establishes (a) stand- 
ards and formulae for measuring the 
“experienced return” and for determin- 
ing the “basic return” for each calendar 
year; (b) a “stabilizing reserve” to off- 
set in whole or in part any deficiencies of 
experienced return below basic return; 
and (c) a procedure for annual adjust- 
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ment of return. The basic rate of return 
is the sum of three components—return 
on debt capital, preferred stock capital, 
and equity capital, The first two are based 
on the company’s own capital structure 
but equity capital is more elaborate. 
Equity capital is stated book value of 
common stock, plus surplus, with cer- 
tain adjustments. The return rate on the 
equity capital for each test year is the 
average earnings-price ratio for selected 
utility common stocks, multiplied by the 
“capital structure factor” (which reflects 
the combined effect of leverage and the 
fact that the selected or “barometer” 
stocks are not. strictly comparable with 
the New Jersey situation). This factor 
varies from 2.16 where equity is 10 per 
cent or less of total capital, to 1.07 where 
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equity is 50 per cent, and .82 where 
it is 100 per cent. The average earnings- 
price ratio is the arithmetic mean of the 
ratios as determined for the test year and 
the two preceding years. The ratio for 
any given year is the arithmetic mean of 
the median four among the earnings-price 
ratios for the common stocks of ten com- 
panies (Boston Edison, Central Hudson 
Gas & Electric, Cleveland Electric Illumi- 
nating, Commonwealth Edison, Connecti- 
cut Light & Power, Consolidated Edison, 
Consolidated Gas of Baltimore, Detroit 
Edison, Philadelphia Electric, and Penn- 
sylvania Water & Power). Provision is 
made for substituting other stocks if any 
of the above are found unsuitable. The 
yearly earnings-price ratio for any test 
year must be within a range of 63-9 per 
cent, and if it falls outside this range for 
three consecutive years, the method may 
be changed. 


Ne interesting feature of the plan is the 
“stabilizing reserve,” which is de- 
signed to offset any deficiency during a 
test year. The reserve is initially set up 
by transfer of $975,000 from earned 
surplus. Until the reserve amounts to 6 
per cent of the rate base at the end of a 
test year, it will be credited with the full 
amount of any additional return (in ex- 
cess of the basic return), up to an amount 
required to bring reserve to 44 per cent 
of the rate base; also one-half of any ad- 
ditional return. Additional return in any 
year not required to be transferred to the 
stabilizing reserve “shall be available to 
the company for general corporate pur- 
poses.” The reserve is designed to main- 
tain earnings at the basic return level by 
transfers to earned surplus when and if 
actual return drops below basic return. 
Such transfers can be used for any cor- 
porate purpose, including common divi- 
dends. A special protective feature, to 
give additional assurance of preferred 
dividends, is also incorporated. 

We have not attempted to present all 
details of the plan, which appears highly 
complicated as compared with the Wash- 
ington plan. In any event, the New Jer- 
sey plan reflects a conscientious attempt 
to apply scientific standards and to pro- 
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vide some machinery for increasing as 
well as decreasing rates. It recognizes the 
“leverage” factor in common stocks, and 
normal market fluctuations. It reverses 
the usual Wall Street yardstick of “price- 
earnings ratio”: The range of 64 to 9 
per cent earnings-price ratio means a 
price-earnings ratio of 11.1 per cent to 
15.4 per cent. 
5 


Edison Institute Conclusions 
On Depreciation Report 


ix board of trustees and the operat- 
ing committee of the Edison Insti- 
tute have adopted a report embodying 
certain principles of appreciation ac- 
counting, and have presented them to the 
depreciation committee of the National 
Association of Railroad and Utilities 
Commissioners at a hearing held in New 
York February 2nd-4th. The report, to- 
gether with certain comments by the In- 
stitute’s committee (pages 69-73, Insti- 
tute Bulletin for March), was doubtless 
intended as an answer to the NARUC de- 
preciation report (commented on in this 
department, December 9th, page 760). 

The EEI report stresses the definition 
of depreciation contained in the decision 
of the Supreme Court in the Lindheimer 
Case, as follows: “Broadly speaking, de- 
preciation is the loss, not restored by cur- 
rent maintenance, which is due to all the 
factors causing the ultimate retirement of 
the property. These factors embrace 
wear and tear, decay, inadequacy, and ob- 
solescence. Annual depreciation is the 
loss which takes place in a year.” 

The Institute does not agree with the 
service-life (so-called _ straight-line) 
method of accruing depreciation, stressed 
in the NARUC report, although it recog- 
nizes that this method “may be helpful 
with respect to units or classes of prop- 
erty for which applicable and reliable 
service-life records are available.” But 
the NARUC report itself pointed out that 
a recent study had disclosed that, on the 
average, only about 18 per cent of prop- 
erty retirements are caused by physical 
conditions, while 82 per cent are due to 
obsolescence, inadequacy, etc. 
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FINANCIAL NEWS AND COMMENT 


EGARDING the appropriate size of the 
| aes the Institute suggests that it 
should be determined by the previous 
history of retirement costs, accumulated 
reserves, etc.; the character, age, and 
physical condition of the property; its 
past and prospective rate of growth; 
economic conditions in the area served; 
technical and economical developments 
dfecting the continued use of the fa- 
cilities ; liability of loss from storms, etc. ; 
and the requirements previously imposed 
by regulatory authorities. 

If the present reserve, built up in the 
past “in good faith,” is below the stand- 
ads fixed by present regulation, the 
necessary adjustment should be made 
gradually over such a period of years as 
would not endanger the company’s credit 
or unduly increase service costs. 


The comment of the EEI Depreciation 
Committee goes somewhat further than 
the report of the Institute itself, in con- 
demning the forced creation of large ad- 
ditional reserves at this time. 

The commitee states: 


The use of the theoretical standard would 
have the effect of wiping out capital invest- 
ment, or the earnings on the investment, with 
no recourse by the investor. The accounting 
adjustment, when made ‘at once and not 
spread over a future period, requires trans- 
fers from surplus, or reductions of capital 
to provide the necessary amount where sur- 
plus is insufficient; but in either event it re- 
duces the amount of investors’ funds which 
are recognized thereafter and represents a 
first step in the expropriation of these funds 
in the amount of the adjustment. In the 
financing or reorganization case, securities 
are arbitrarily declared worthless by what- 
ever amount the computed reserve exceeds 
the book reserve. And in the rate case, the 
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permitted return is arbitrarily reduced, 
thereby depressing the value of all equity 
securities. These are serious results which 
would endanger the continued welfare of the 
privately owned electric utility industry. 


The Institute holds that the deprecia- 
tion reserve does not represent either a 
return of principal to the investor, or de- 
preciation which has actually taken place 
as of a given date. Where the reserve is 
“temporarily used for other purposes,” 
it might well be augmented by interest 
credits consistent with the savings effect- 
ed by use of these funds in lieu of other 
corporate borrowing. The report does 
not elaborate on this point, but it appar- 
ently refers to the compound-interest or 
sinking-fund methods of accrual, in pref- 
erence to the straight-line method. The 
reference to “temporary” use of the de- 
preciation reserve funds for other pur- 
poses than replacement of existing plant 
appears somewhat misleading. In actual 
practice, the reserve is seldom retained in 
the form of cash or liquid investments. 
The money released by the depreciation 
charge is almost invariably employed for 
replacement of other parts of the proper- 
ty, or for additions and betterments re- 
sulting from continued growth of the 
enterprise. This complicates the result, 
because costs of obtaining capital vary 
from time to time. Borrowing from the 
reserve at the present time, to build ad- 
ditional plant capacity required by the 
war, is expensive for two reasons—con- 
struction costs are high, while on the oth- 
er hand the cost of. obtaining capital 
(from sale of senior securities) is quite 
low. When the utilities are forced to 
borrow funds at some later date to re- 
place the older portion of the plant, this 
may add substantially to fixed charges 
because of higher interest rates. 


Ox question which has apparently 
received comparatively little atten- 
tion either in the NARUC or EEI dis- 
cussions is this: Does a reserve which is 
constantly reinvested in the business 
afford adequate protection for investors ? 
Protection might be adequate with re- 
spect to maintaining a sound average age 
for the various units of the property ; yet 


MAR. 30, 1944 


it might be inadequate to provide for in- 
creased construction costs due to changes 
in the purchasing power of the dollar, or 
increased cost of new capital, or sudden 
obsolescence due to new inventions, ete, 
Such intangible factors can only be 
guarded against by an “extra” 

over and above “regular” depreciation, It 
is possible that the increase in the reserve 
which would result from application of 
the straight-line theory may be unjusti- 
fied because of the unsoundness of that 
theory, but may nevertheless be war- 
ranted by other considerations such as 
those mentioned, That is the reason for 
the building up of earned surplus, in ad 
dition to the depreciation reserve. Where 
such an added protection is being built 
up, through maintenance of a conserva- 
tive dividend policy, investors’ interests 
are being as amply protected as though 
the increased protection was earmarked 
as reserve. 

However, there is an important effect 
on investors when it is thus earmarked— 
the extra amount is then considered “ex- 
pired value” and is deducted from the 
rate base, thus expediting downward 
readjustment of rates and reducing ne 
earnings. The investor is thereby pe- 
nalized for his conservatism in foregoing 


wear and tear. It is essential, therefore, 
to maintain a sharp line between foresee- 
able losses as indicated by actual ex 
perience (clearly reflected by the chang- 
ing ratio of the reserve to the plant ac- 
count), and the wunmeasurable and 
emergency losses, which should be taken 
care of by the surplus account. 
But the query may again be raised—i 
both reserve and the surplus are rein 
vested in the property, does this afford 
adequate protection? Certain affiliated 
industries such as the tractions and the 
railroads prospered for many years 
but suddenly faced a drastic and unex 
pected change in conditions—new forms 
of competition, arbitrary standards 0 
regulation, difficulty of obtaining capt 
tal, etc. It is quite possible that the 
electric power and light industry at somé 
future date may also face the same. 
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Side Lights on Financial 
Accounting 


I goes without saying that George O. 
May, former senior partner of Price, 
Waterhouse & Company, and lecturer of 
the Graduate School of Business Ad- 
ministration of Harvard University, is 
well qualified to’write a book on finan- 
cial accounting. But it becomes a pleasure 
for a reviewer sent forth to graze in the 
usually dull, if not sterile, fields of ac- 
counting literature to report back that a 
book on such a subject can be simple, in- 
teresting, and informative to the lay 
reader as well as the professional. Such 
a book is that written by Mr. May and 
recently published under the modest title 
of “Financial Accounting.” 

It is a relatively small book—274 
pages. It is an eminently readable book. 
It does not attempt to explore the rami- 
fications of accounting procedures or 
routines; but, on the contrary, it skims 
the rich cream of Mr. May’s own fifty 
years of experience in accounting. Dur- 
ing this period industry generally and 
public utilities in particular have passed 
from the last days of laissez faire to the 
present goldfish bowl era in which the 
accountant is rapidly becoming more and 
more an important figure in regulation 
and, some say, is eventually destined to 
overshadow the lawyer as well as. the 
engineer as the key man of regulation. 
_ Certainly, recent decisions and trends 
in the specialized field of public utility 
regulation underscore this steady shift 
towards the bookkeeping basis. Certainly 
the good old days, such as they were, of 
horseback appraisals and bolts-and-nuts 
valuation of a purely physical sort are 
probably gone foreover. 


M* May’s cosmopolitan background 
YA permits him to give us not only 
his predominantly American viewpoint 
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but interesting side lights from his ex- 
perience in England and on the conti- 
nents of Europe and South America. His 
book deals with the broad rather than 
the technical aspects of accounting. But 
it would be more accurate to say that it 
deals with the philosophy behind ac- 
counting rather than financial account- 
ing itself, 

Furthermore, Mr. May’s long associa- 
tion with lawyers, engineers, and econo- 
mists in connection with corporate prob- 
lems gives him a balanced view as dis- 
tinguished from the narrow professional 
one too often encountered in the multiple 
professional field of regulatory litera- 
ture. 

The book is in fourteen chapters and 
the principal accent seems to be on the 
accounting phases of public utility regu- 
lation. There is, for example, a chapter 
on “Cost and Value” in which Mr. May 
reveals the accountant’s traditional pref- 
erence for cost accounting without, how- 
ever, surrendering all notion of value 
equities. The chapter concludes with the 
following revealing passage: 

The conclusion to which this discussion 
leads is that primarily the accounting for 
fixed assets should be based on cost, but 
that perhaps the strongest argument in 
favor of this procedure is the difficulty and 
uncertainty that are encountered in de- 
termining value. Therefore, where despite 
these difficulties it is clear that the existing 
value is markedly at variance with a book 
value determined on the basis of cost, it 
should be regarded as permissible and in 
some cases desirable to recognize current 
values in the books of account and in finan- 
cial statements prepared therefrom. How- 
ever, such readjustments should not be 
lightly undertaken and should in all cases 
be subject to the approval of stockholders, 
given with a formality comparable to that 
required for the purpose of actual reorgan- 
ization... . 

When it is said that accounting should be 
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based on cost, the implication is merely that 
cost should form the starting point for the 
determination of the sum at which the 
property shall be carried. There remain cer- 
tain questions as to the determination of 
cost and also the question what deduction 
from the initial cost should be made from 
time to time in respect of the fact that the 
life of property units is not perpetual, or, 
to use the common language of accounting, 
for depreciation. 


N dealing with depreciation (there is 

a separate chapter on ‘Depreciation 
Since 1918”) Mr. May unfortunately 
finished his composition before he had 
an opportunity to give full and complete 
consideration to the 1943 report of the 
NARUC Committee on Depreciation, 
released in Chicago last September. 
However, in a 10-page “footnote” to 
Chapter IX, page 161, he reviews the 
committee report somewhat critically. 
The tone of it is exemplified in the fol- 
lowing passage: 


It is, perhaps, a defect of the report that 
it regards depreciation too much as a prob- 
lem in itself and too little as a part of a 
larger problem. This is particularly evident 
in the claim that straight-line depreciation 
is appropriate because it results in an equal 
charge for equal service in each year of 
estimated life. ... 

It must be recognized that interest meth- 
ods are, in principle, superior to straight- 
line methods for a purpose such as valua- 
tion or rate regulation. The arguments in 
favor of straight-line depreciation are sim- 
plicity and conservatism in estimation of 
profits and in investment. In the case of 
property of reasonably short life, the differ- 
ence between the charges on the two bases 
is moderate and the balance of advantage 
may be in favor of the straight-line method 
from the standpoint of both the utility and 
the consumers—providing always (and the 
proviso is vitally important) that it is ap- 
plied from the initiation of the enterprise. 
In the case of long-lived property, the weight 
of argument on the committee’s hypothesis 
is against straight-line depreciation and in 
favor of either the annuity method or a new 
method which would take account of the 
probable life of the enterprise rather than 
of the life of the individual unit. But even 
in this case a policy of straight-line depre- 


ciation, if initiated with the enterprise, might 
have been justified. It is the proposal for 
retroactive adjustment that is both logically 
and morally indefensible: When life ex. 
ceeds one hundred or even seventy-five 
years, there is little or no case for depre- 
ciation accounting. 


I“ a concluding chapter on accounting 
and regulation, Mr. May registers 
some fear.of the greater emphasis which 
is being placed on accounting principles 
by regulatory commissions, With the 
“aid of legal presumptions of adminis- 
trative expertness and impartiality, ac- 
counting may be made superior to law 
but still remain the not too rigid imple- 
ment of policy.” Acceptance of some 
postulates of accounting, says the au- 
thor, and disregard of others have re- 
sulted in the development of concepts 
of accounting new in the field in which 
they are applied. 

The combined application of original 
cost and straight-line depreciation in the 
utility field is especially noted. If the 
procedure is challenged in the early 
stage the defense is that “only methods 
of recording and no substantive rights 
are involved.” But once the record is es- 
tablished attempts are made to use it as 
a basis for orders which are almost ir- 
reversible in practice and substantially 
affect rights. 

Mr. May says that the accounting 
profession cannot render its full service 
to the community by adopting an atti- 
tude of “unquestioning conformity to 
regulation.” In addition to the long- 
recognized obligation of accountants to 
maintain their complete individual inde- 
pendence in relation to their clients, 
“there should. be accepted a collective 
obligation to be independent in their re- 
lations to commissions.” 

—F, X. W. 


FinancraL AccountTinc. By George 0. 
May. ‘The MacMillan Company, 60 Fifth 
Avenue, New York, N. Y. 274 pp. Price $3. 





“Goon public relations for the utility industries can be defined the same 
as vitamins: ‘Something that makes you sick if you don’t get it.” 
—HeErs LITTrLe. 
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WHAT OTHERS THINK 


Postwar Protection for Private Enterprise 


RESIDENT Roosevelt has already taken 
P the first steps to implement the so- 
called ““Baruch-Hancock” report. This 
document, released February 15th, was 
in the form of a communication by Ber- 
nard M. Baruch and John M. Hancock 
to Director James F. Byrnes of the Office 
of War Mobilization. Details and sum- 
maries of the Baruch report have already 
been widely published, but there were 
several features of special interest to 
public utilities contained in this plan for 
administering the nation’s postwar con- 
servation program. The following are 
nine points selected by the weekly Wash- 
ington utility letter, PUR Executive In- 
formation Service: 


(1) Utilities as contractors and subcon- 
tractors under particular war contracts 
would be entitled to the liberal provisions 
proposed for war contract termination, in- 
cluding special financing through “T” (ter- 
mination) loans. 

(2) The report emphasizes that there 
shall be “no government operation of sur- 
plus war plants in competition with private 
industry.” 

(3) All of the government disposal agen- 
cies would be required to make effective use 
of industry advisory committees. 

(4) Reconstruction Finance Corporation 
(RFC), a relatively conservative and busi- 
ness-minded Federal agency, would control 
disposition of surplus “capital and pro- 
ducer goods,” which would include utility 
facilities. This, in contrast with “consumer 
goods” to be handled by the Treasury, 
“food” to be handled by a food administra- 
tor, “ships” and marine facilities to be 
handled by the Maritime Commission. 

(5) The War Production Board (WPB) 
would codperate with the Surplus Admin- 
istrator in relaxing controls and otherwise 
aiding prompt disposition of surplus gov- 
ernment property. 

6) Progress on public works would be 
confined to engineering, planning, and de- 
sign “to be put on the shelf for use if 
needed.” 

(7) Public works funds, if necessary,- to 
assist local bodies would be administered 
with full recognition that states, cities, and 
other local communities generally have less 
debt than the Federal government. 

(8) “Immediately needed” public projects 
which have been deferred during the war 
would be kept under review by WPB for 
possible clearance as war needs slacken. 

(9) A postwar tax law, projecting even- 


tual tax reduction and reduced national 
debt, would be drafted now and put on the 
shelf, to encourage private enterprise with 
the assurance of a resumption of more nor- 
mal government fiscal operation as early as 
possible. 


HE prohibition against government 

operation in competition with pri- 
vate industry is probably the most im- 
portant Baruch-Hancock proposal from 
the utility angle. It may also become the 
most controversial. The Tennessee Val- 
ley Authority, for example, already has 
its eye on a number of Army fuel-gener- 
ating power plants which are strategically 
located for tying in with and “firming” 
the TVA network. The Interior Depart- 
ment has similar ideas, not only with 
respect to utility facilities now operated 
at military establishments, but alumi- 
num and magnesium plants which pres- 
ently consume so much government 
power. Interior would like to see these 
plants continue after the war under gov- 
ernment control, if necessary. 

So far, the President seems prepared 
to follow the Baruch-Hancock report to 
the letter. He has given no hint that he 
will depart from it in any particular. 
Conservative observers are suspicious 
that this ostensible shift to the “right” 
may be campaign politics to some ex- 
tent. Congressional criticism of the Ba- 
ruch-Hancock report is almost entirely 
based on the issue of Congressional ver- 
sus Executive control in administering 
the plan. There has been virtually no re- 
sponsible criticism of the major policy 
objectives outlined in the plan itself. 


NOTHER Senate committee has added 
its voice to those of Mr. Baruch and 
Senator George’s committee on postwar 
economic policy and planning in empha- 
sizing the important role to be played 
by the private enterprise system in the 
postwar period. The Truman commit- 
tee’s position is summarized as follows: 
“Even in war time it was the flow of pri- 
vate initiative that made possible the suc- 
cess of the war program. This flow must 
be encouraged in the future.” 
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It now seems clear that the friends of 
private enterprise will be articulate in 
their advocacy of this system. This is in 
marked contrast to the situation which 
prevailed in the late thirties. The New 
York Times, commenting on both the 
Baruch and Truman committee reports, 
stated : 


Total war has inevitably brought totali- 
tarian controls as a by-product. Already 
some voices are being raised in favor of 
continuing these controls in order to plan 
the transition back to peace. Attention, there- 
fore, must be focused on the transition pe- 
riod. In some cases the problems of de- 
mobilization will arise before the end of 
the war. The Truman committee can do 
much to achieve the objective it has out- 
lined by continuing to examine policies 
evolved in connection with the release of 
surplus materials, the prices permitted for 
goods produced by reconverted plants, and 
related problems. It has already directed its 
attention to the problem of surplus ma- 
terials. 

Some controls will be needed during the 
ric of demobilization. But these should 
e kept to a necessary minimum. We will be 
confronted with a dynamic situation which 
will require a maximum of flexibility. In 
this connection, the slowness of adjustment 


of government policy to the needs of a war 
economy may be recalled. Under the less 
compelling pressures and lack of single- 
ness of purpose of a peace-time economy, 
it seems certain that changes in govern- 
ment policy: would lag still farther behind, 
The result might be a strait-jacket of con- 
trol which would paralyze private business 
and become the excuse for the imposition of 
still more controls. 


Undoubtedly, private enterprise will 
face numerous difficulties in the postwar 
period unless underlying conditions are 
conducive to its operation. The require- 
ments for a vibrant private enterprise 
system include among other things a po- 
litical environment not hostile to busi- 
ness, prompt liquidation of war con- 
tracts, a reasonable tax program to en- 
courage individual initiative and incen- 
tive, a vigorous enforcement of the anti- 
trust laws to discourage business monop- 
olies, and the reduction of various types 
of discrimination. Expressions of confi- 
dence in the private enterprise system 
are important, but they are not enough. 
It will be necessary to take affirmative 
actions as well. 





Bright Future Seen for Bottled Gas 


lons of propane-butane mixtures, and 4,452,- 


EMBERS of the liquefied gas indus- 

try “count their production possi- 
bilities as at least ten times last year’s 
total of 585,440,000 gallons,” said the 
magazine Business Week in a Decem- 
ber issue. The article pointed out that 
liquefied gas is one of the lines whose 
volume and earnings records climbed the 
ladder during the thirties when money 
was valuable but good earning records 
were scarce. 

Liquefied gas is known in the trade 
as LP gas—liquefied petroleum gas. It 
is also known as compressed natural gas, 
liquefied hydrocarbon gas, bottled gas, 
and tank gas. It includes butane, pro- 
pane, butane-propane mixtures, and pen- 
tane, Business Week explained, adding: 

The 1942 total production of 585,440,000 


gallons included 128,560,000 gallons of bu- 
tane, 150,511,000 of propane, 301,917,000 gal- 
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000 gallons of pentane. Domestic uses ac- 
counted for 51.2 per cent of the total; gas 
manufacturing, 5.4 per cent; industrial fuel, 
19.5 per cent; chemical manufacturing, 9 per 
cent; internal combustion engine fuel, 14.1 
per cent; and other uses, 0.8 per cent. 


The article said that a little more than 
half of the total production of LP gas is 
sold for domestic use. Because it may 
cost up to twice as much, LP gas general- 
ly cannot compete for business in homes 
having gas main service available, except 
under certain circumstances. Some small 
towns in California rely on it rather than 
natural or manufactured gas to supply 
their entire communities through a cen- 
tral distribution system, in turn supplied 
by tank car shipments of 10,000 gallons 
each. Explaining, the article said: 


Some idea of the way LP gas was winning 
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EVEN THE BEST COOK IN THE WORLD NEEDS SOMETHING 
TO WORK WITH 


customers before war-time restrictions can 
be described in a simple comparison of its 
domestic consumers, fifteen years ago and 
today. In 1928, when LP gas began its rapid 
development, it had 20,000 domestic consum- 
ers; today, it has an estimated 2,000,000. 
Meanwhile, total sales have been going up 
at rates of 16 per cent to 47 per cent each 


445 


year. Last year’s increase, strictly limited 
by a War Production Board order requiring 
special permission for any equipment instal- 
lations, was 26.5 per cent... . 

At present, production can’t keep up with 
the demand. Butane, a by-product of oil and 
gas wells that several years ago was consid- 
ered practically useless, is in urgent demand 
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for processing into aviation gasoline com- 
onents. Propane, likewise a petroleum well 
y-product, can be used in place of war- 
precious aviation gasoline to break in new 
aircraft motors. 


ASHINGTON Officials in charge of 

war-time industry controls are 
anxious to service all present domestic 
consumers, despite urgent need for LP 
gas for war purposes, the article con- 
tinues, adding that some difficulty in this 
policy already has been encountered in 
California, where shortages have been 
reported. The gas is also used as indus- 
trial fuel in annealing and other furnaces 
in metal-working trades, for the im- 
provement of lubricating oils, as a sub- 
stitute for gasoline in farm tractors, 
trucks, and road machinery. 

The article quoted E. H. Poe, former 
head of the natural gas and natural gaso- 
line section of the Petroleum Admin- 
istration for War, and Paul K. Thomp- 
son, chief of its LP gas division to the 
effect that PAW does not intend to inter- 
fere with the farmers’ supply of butane 
and that a program of conversion from 
butane to propane was postponed from 
October 1st to January Ist because of the 
difficulty in getting new propane tanks. 

One of the things that has stimulated 
the use of LP gas has been car-load dis- 
tribution, said the article, pointing out 
that 88 per cent of the total LP sales last 
year were made on this basis. In addi- 
tion, cash-and-carry distribution has 
added to the attractiveness of the gas. 
Farmers bring 20-pound containers to 
distributors’ bulk plants and exchange 
them for full tanks. Listing prospective 
customers, the article continued: 


LP gas is specially attractive to institu- 


tions isolated from regular gas main service, 
Like small towns, they may be a lucrative 
postwar bulk market for LP gas for cook. 
ing, heating, power plant fuel, and fuel to 
operate water and sewage pumping systems, 

Ordinary gas stoves can burn LP gas after 
a fairly simple conversion, by replacing the 
orifice or fitting through which gas flows 
into the burner. Some stove manufacturers 
before the war were making ranges designed 
to be interchangeable. 


HE reason for the drive to convert 
from butane to propane is that bu- 

tane is more urgently in demand by 
aviation gasoline refineries, the article 
explained. The LP gas producers include 
about 100 oil companies and _ natural 
gasoline distributors. The change-over 
thus becomes one of the headaches of 
PAW officials. As a result, their solu- 
tion has been a promise to supply butane 
until change-over tanks can be provided. 
In the industrial field LP gas competes 
on a price basis with manufactured gas, 
propane having an approximate heat 
value of 91,500 stu per gallon and bu- 
tane 102,600. Another advantage is that 
LP’s freedom from the impurities often 
found in natural gas makes it appropriate 
for installations that require heat with 
the fewest by-products of combustion. 
Here are some other applications of the 
gas: “It has proved satisfactory in bak- 
ing; food dehydrating; textile drying, 
singeing, and calendering ; small heating 
units that defrost railroad switches in 
cold weather; porcelain-enameling fur- 
naces, ceramic firing, and glass plant 
fuel; metal remelting and foundry dry- 
ing of cores and sand molds; flame cut- 
ting and all kinds of metal heat treat- 


ing. 
—C. A. E. 





“Too many are looking ahead and casting about to find their place in 
the postwar parade. It is natural and human that the interest of business- 
men should center on it more and more, but it is also terribly dangerous, 
and we must guard ourselves strictly against too much indulgence in 


postwar thinking.” 


_ ,—Cwartes E.Witson, | 
Executive vice chairman, War Production Board. 
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The March of 
Events 


For Control of TVA Funds 


Gene McKellar of Tennessee, political 
foe of David E. Lilienthal, chairman of 
the Tennessee Valley Authority, won the Sen- 
ate Appropriations Committee’s tentative ap- 
proval on March 8th of legislation to give 
Congress increased control over revenues and 
expenditures of the TVA. 

The committee voted 13 to 6 for Mr. Mc- 
Kellar’s amendment to the $8,500,000,000 Inde- 
pendent Offices Appropriation Bill which would 
require the TVA to put all its revenues in the 
Treasury’s general fund and come to Congress 
for annual appropriations. At present the 
authority maintains what amounts to its own 
revolving fund out of revenues, which Mr. 
McKellar estimated at close to $70,000,000 an- 
nually. 

Similar legislation was laid before Congress 
two years ago by Senator McKellar. The Sen- 
ate approved it, but the House turned it down. 

House Appropriations Committee Chairman 
Cannon, Democrat of Missouri, on March 12th 
called for “the closest scrutiny possible over 
the expenditure of every cent of the taxpayers’ 
money.” 

Cannon suggested as a first step that all 
permanent appropriations — those items cus- 
tomarily not reviewed by the committee or 
Congress—be stopped. 

Cannon pointed to the Senate Appropria- 
tion Committee’s action in ordering that all 
Tennessee Valley Authority receipts be turned 
into the Treasury as an indication of a new 
feeling in Congress against “the old practice 
of issuing blank checks.” 

“The House Appropriations Committee,” 
Cannon declared, “is unanimously of the be- 
lief that no agency should be allowed to have 
any funds for which it does not account to 
Congress annually and which it does not 
justify in hearings before congressional com- 
mittees.” 

The three TVA directors recently asserted 
that should the Senate Appropriations Com- 
mittee’s approval of TVA fiscal amendments 
become law, it would destroy the Tennessee 
valley program, take TVA out of the way by 
July Ist, and threaten its contract obligations 
to the municipalities and codperatives. 

The directors termed Senator McKellar’s 
proposal as a “political move” and said legal- 
vation of the measure also would: 

1. Put a stop to the discovery and develop- 
ment by TVA of new industrial products, 
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processes, and sources of vital minerals now 
in demand for war and of crucial value to 
the industrial future of the valley. 

2. Make it unlawful for TVA to release 
statements of fact concerning freight rate dis- 
crimination against the southern and western 
regions. 

3. Bar TVA from all other discussion of 
vital issues affecting the future of the Ten- 
nessee valley. 

4. Prevent TVA’s effective technical aid of 
assistance in the difficult problems of conver- 
sion from war to peace-time activities. 

5. Deprive TVA of its essential business- 
like methods and jeopardize the continuity 
and dependability of power supply to all who 
use TVA power, and cripple the prospects of 
new industrial development. 

Their statement added: “The board of di- 
rectors owes it to Congress, to the nation—the 
proprietors of TVA—and to the American 
fighting forces to make clear beyond any ques- 
tion the crippling and destructive effects of 
the Tennessee Senator’s amendments. These 
amendments, if adopted, would demobilize 
the TVA as a technical agency and working 
partner of the people of this region. TVA, as 
it has been constituted, would cease to exist.” 


NARUC Depreciation 
Committee Meeting 


HAIRMAN Nelson Lee Smith of the NARUC 

Depreciation Committee and seven other 
members of the committee were in attendance 
as the committee’s meeting to hear the views of 
state and Federal regulatory commissions 
opened in Chicago on the afternoon of March 
8th. 

Including committee members, commis- 
sioners or staff members of the following com- 
missions and agencies were present and par- 
ticipated in the discussion: California, Con- 
necticut, Georgia, Illinois, Indiana, Kansas, 
Maryland, Missouri, New Jersey, New York, 
Ohio, Pennsylvania, South Carolina, Tennes- 
see, Virginia, Wisconsin, Wyoming, Federal 
Communications Commission, Federal Power 
Commission, Interstate Commerce Commis- 
sion, Securities and Exchange Commission, 
Tennessee Valley Authority, and the NARUC 
Washington office. 

Communications were received and read 
from a number of commissions which were un- 
able to be represented at the meeting. 
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Waterway Plan Urged 


LETTER from President Roosevelt endors- 

ing the St. Lawrence waterway and hydro- 
electrical development as an early postwar 
project was made public on March 9th by 
Senator Aiken, Republican of Vermont. 

“I am convinced that the time has come for 
a nonpartisan effort to secure congressional 
authorization for the St. Lawrence develop- 
ment in order that the project may be available 
for early postwar construction,” Mr. Roose- 
velt wrote Aiken. 

“The undertaking will offer such important 
benefits to many states that I am sure it will 
— a desirable stimulus to industrial and 

usiness activity which will assist the entire 
country in its reconversion to a stable peace- 
time economy on a continued high production 
level.” 

The Aiken bill before the Senate Commerce 
Committee calls for joint improvement of the 
St. Lawrence-Great Lakes waterway system 
by the United States and Canada. 


Utility Agent Named 


c: F. K. HacuE has been appointed Great 
eBritain’s member on the public utilities 
committee of the Combined Production and 
Resources Board and will leave shortly for 
Washington to take up his duties, the Minis- 
try of Production announced in London on 
March 6th. Sir Henry Self was Britain’s act- 
ing member. 


Wickard Testifies Again 
On REA 


Hux SLATTERY was asked to resign as 
REA Administrator by Secretary of 


Agriculture Claude R. Wickard because the 
Secretary thought “the REA program would 
be benefited if the head of the organization 
were a person of greater administrative abjl- 
ity.’ 

Secretary Wickard told the Senate Agricul. 
ture subcommittee investigating REA that 
the President wished him to speak without res- 
ervation. It was his second appearance before 
the committee. In his first appearance he re. 
fused to answer many pertinent questions on 
the ground it would not be in the public in. 
terest. 

Wickard told of repeated complaints which 
had come to his attention regarding Slattery’s 
lack of administrative ability. He denied 
emphatically that pressure by the National 
Rural Electric Codperative Association against 
Slattery had influenced his decision to seek his 
removal. Secretary Wickard quoted from cor- 
respondence between him and Clyde T, 
Ellis, executive manager (on leave) of 
NRECA, to reveal a sharp difference of opin- 
ion between Wickard and Ellis regarding the 
operations of the National Association. 
Wickard had issued an order prohibiting REA 
employees from participating in organization 
of the association. 

When Wickard testified he had discussed 
the appointment of William J. Neal, New 
Hampshire Democrat, as deputy administra- 
tor with Ambrose O’Connell, vice chairman 
of the Democratic National Committee, Sena- 
tor George D. Aiken, Vermont Republican, 
said: “This looks like a purely political ap- 
pointment.” Wickard denied this, declaring 
the REA law strictly prohibits political ap- 
pointments. 

The next instalment of the FortnicHtty’s 
continuous record of the REA investigation 
will be contained in the April 13th issue. 


Arizona 


Survey Fund Proposed 


N appropriation of $50,000 to be used by 

Governor Sidney P. Osborn in financing 
a Federal Power Commission survey of Ari- 
zona public utility rates was proposed recently 
in the state legislature. 

Senator Lloyd E. Canfil of Pinal county 
submitted to the senate a bill conforming to 
Governor Osborn’s request that such an inves- 
tigation be authorized and financed, 

Canfil’s measure would empower the gov- 
ernor “to invite or request” the Federal agency 
to make “a full and complete investigation of 
the rates charged by public utility services in 
the state and to make a report as to material 
facts adduced from such survey with respect 
to such rates and services.” 

The $50,000, under the bill, would be given 
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to the governor to pay the Federal Power 
Commission’s expenses. 

The FPC survey has been an issue with the 
governor for more than a year. He sought 
$30,000 from the legislature’s regular session 
in 1943, but it was denied. 

A new bill was introduced in the senate on 
March 6th which would give the state cor- 
poration commission, or its successor, the 
authority to survey rates charged by Arizona 
utilities at the expense of the companies in- 
volved. Such surveys could be initiated by 
the commission or upon petition of 10 per 
cent of the utility’s consumers. 

The bill was introduced by Senator Dan 
Angius of Cochise county, who also submitted 
a proposed constitutional amendment abolish- 
ing the corporation commission. He proposed 
no substitute agency. 
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THE MARCH OF EVENTS 


Power Authority Act Passed 


n Arizona state power authority empow- 

ered to bring power from the Colorado 
river and regulate its sale in such manner that 
its cheapness would be passed on to the ulti- 
mate consumer was created under a bill in- 
troduced in the state senate last month and 
passed by both houses on March 11th. 

Authority to build transmission lines and 
issue revenue bonds to pay for them would 
be delegated to the new agency in order that 
power could be delivered to prospective pur- 
chasers. 

Senator H. H. d’Autremont of Pima coun- 
ty, one of the sponsors, said the measure was 
similar in many respects to the so-called “gov- 
ernor’s bill” of the regular session a year ago, 
as well as his own which passed the senate, 
except that all reference to water was omitted. 

The agency would be directed by a 5-man 
commission appointed by the governor, sub- 
ject to approval by the senate. The commis- 
sion in turn would name the operating person- 
nel. It would have jurisdiction over all power 
allocated to Arizona from the Colorado river. 

Changes, which would limit activities of the 


proposed power authority to wholesaling Colo- 
rado river hydroelectricity and protect con- 
tracts of private enterprise in obtaining river 
power, had been recommended by the state 
senate agriculture and irrigation committee. 

The changes were disclosed at a public hear- 
ing on the bill by the committee on March 3rd, 
at which only one person expressed strong op- 
position. He was Sidney Kartus, representing 
the late Fred T. Colter’s organization. 

Officials of the Salt River Valley Water 
Users’ Association and the Central Arizona 
Light & Power Company also appeared and 
expressed conditional approval of the act, 
which was drafted by the Colorado River 
Power Authority Association. 

Kartus declared the power authority bill “has 
all of the evils of the compact and contract.” 


The senate committee on March 6th sub- 
mitted 49 amendments to the power authority 
bill and unanimously recommended that the 
legislation be enacted. The amendments were 
directed primarily at limiting the proposed 
agency to jurisdiction of power available to 
Arizona at Boulder dam and to the sale of 
such power wholesale. 


Arkansas 


May Recover Income Taxes 


ECISION of Chancellor Dodge that the 
Memphis Natural Gas Company is en- 
gaged in interstate commerce and is not sub- 
ject to Arkansas income tax laws would be 
appealed to the Arkansas Supreme Court, 
Hernn Northcutt, attorney for the state reve- 
nue department, said recently. 
Chancellor Dodge decreed that the Mem- 


phis Company may recover $6,654.77 in state 
income taxes paid last year for the years 
from 1932 to 1941. Suit to recover the taxes 
was brought against Commissioner Murray B. 
McLeod last December. The Memphis Com- 
pany claimed exemption on the ground that 
it is engaged in interstate commerce and sells 
gas in Arkansas only to the Arkansas Power 
& Light Company on a wholesale basis for 
resale in southeastern Arkansas. 


California 


War Expansion Write-offs 
Permitted 


bi order directing an 18.4 per cent reduc- 
tion in over-all power rates of the Vallejo 
Electric Light & Power Company the state 
railroad commission recently established its 
policy with respect to possible war losses on 
service to war-swollen population areas. 

Vallejo Electric serves the Mare island area 
where population has jumped to about 100,000 
under war conditions. 

The commission has established its view of 
cost of meeting added emergency services and 
specified that the company may write off a de- 
termined amount of such cost out of earnings 
over a 3-year period. It also is indicated that 
if loss should be realized varying from es- 
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timates, the proportion of total reduction made 


in the form of a discount rate may be changed 
by appropriate order. 

The commission also went at length into the 
matter of depreciation, using as a basis United 
States Supreme Court determinations in the 
Hope Gas Case for the first time. 


Power Strike Averted 


SS Far eae of the municipal power and light 

department of Los Angeles voted unani- 
mously on March 12th to stay on their jobs, 
thus averting a second strike in a month. A 
10-day walkout ended last month when the 
Army took over and agreed to give the Inter- 
national Brotherhood of Electrical Workers 
(AFL) more time to seek a pay increase of $15 
a month. 
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The Army was standing by to take over 
again in event of another strike after AFL 
Business Manager Ernest P.. Taylor had 
warned earlier that “another and even more 
serious strike’ was imminent if the city and 
the workers could not reach an agreement. 

The workers voted to keep at their jobs but 
to continue their fight for increased pay, the 
cause of their original strike early in the month 
of February. 


Loses Round in Refund Fight 


bf HE state supreme court on March 8th or- 
“& dered the Market Street Railway of San 
Francisco to pay into the state general fund 
any excess, unrefunded fare collections that 
it might collect during appeal of the state rail- 
road commission’s order to reduce fares from 
7 to 6 cents. 

The sum is expected to average more than 
$2,500 a day during the period of the appeal 
that may run into several months. Excess 
fare collections currently are estimated at 
$3,000 a day with but a small percentage of 
the streetcar riders demanding refund cou- 
pons. 

The order was one of the conditions the 
high court laid down in its decision granting 
the company a stay of execution of the fare 
reduction order pending appeal. Other condi- 
tions were designed to safeguard interests of 
patrons if the reduction order is sustained 
eventually by the high court. 

To guarantee payment of the refunds if 
they are ordered by the supreme court deci- 
sion, the company was instructed to post a 
$100,000 bond with the court. In addition, the 
company must deposit with the court on the 
first of each month a $100,000 certificate of 
indebtedness. 

The company was instructed it must ten- 
der 1-cent refund coupons to all persons pay- 
ing the 7-cent fare regardless of whether they 
fail to request the receipts. 


The decision followed by twenty-four hours 
charges by the state commission that the 
company was evading the order that refund 
checks should be given all patrons. 

Attorneys attempting to solve the legal 
problems surrounding purchase by San Fran- 
cisco of the Market Street Railway recently 
decided to draw up contracts for the pur- 
chase which will be submitted to both sides, 

The decision was reached at a conference 
between City Attorney John J. O’Toole, As- 
sistant City Attorney Dion Holm, and Jesse 
H. Steinhart, special counsel for the public 
utilities commission. 

The attorneys admittedly were concerned 
over the agency clause in the purchase agree- 
ment—which would leave control in the hands 
of the Market Street Railway-—and over the 
$1,500,000 down payment. The view had been 
expressed that mere paper title to the company, 
which would be about all the city would get 
for the down payment, was not enough to 
satisfy charter requirements. 


Water Rate Cut Ordered 


EDUCTIONS of water rates in several sections 

of the southwest portion of Los Angeles 

county and in Sunland, Tugunga, Wilmar, and 

Clarmont were ordered recently by the state 

railroad commission for an expected saving 

of nearly $40,000 a year for some 34,000 con- 
sumers. 

In the Bell, Florence-Graham, South Los 
Angeles, Normandie, Gardena, Lawndale, and 
Lennox areas the minimum charge of $1.25 
a month, which entitled the consumer to 1,000 
cubic feet, was made uniform. The charges for 
water use above the minimum were also gen- 
erally decreased in all areas covered by the 
order, which becomes effective May Ist. The 
commission acted on a report submitted by 
Commissioner Franck R. Havenner. All the 
areas involved are served by the Southern 
California Water Company. 


‘Connecticut 


Court Decides against Utility 


HE United States Court of Appeals for 
the District of Columbia recently affirmed 
an order of the Federal Power Commission 
directing the Connecticut Light & Power Com- 
pany to comply with the uniform system of 
accounts set up for utilities in interstate busi- 
ness. The company challenged the FPC's 
finding that it was engaged in interstate dis- 
tribution of electric current and contended it 
was for purely local business that it tapped an 
interstate line of the Connecticut Power Com- 
pany. 
Associate Justice Thurman Arnold, writing 
the opinion of the appeals court, said such 


MAR. 30, 1944 


a construction of the law “is a grammatical 
possibility.” 

“However,” he added, “it contradicts the 
broad purpose of the act to correct abuses of 
write-ups, inflation of accounts, and similar 
practices which on occasion have been found 
in the utility industry. It would permit a com- 
pany which operated facilities that were nor- 
mally designed for the interstate transmission 
of electric power to split itself into segments, 
one of which owned the power line and the 
other the distribution system.” 

R. H. Knowlton, executive vice president of 
Connecticut Light & Power, said on March 
1st that the utility’s counsel was studying the 
court’s opinion, and that no decision had been 
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made as to future action in the company’s case. 

“A review of the Congressional Record for 
the period prior to passage of the Federal 
Power Act,” he said, “led our company to 


believe that Congress didn’t intend to invade 
the field of state regulation of the utilities, 
but rather to supplement it. The court ap- 
parently does not agree with this view.” 


District of Columbia 


Seek Public Counsel 


6 pom Mid-City Association of Washington 
recently made public a resolution petition- 
ing District Court justices to appoint a peo- 
ple’s counsel to represent citizens of Washing- 
ton before the District of Columbia Public 
Utilities Commission in all matters affecting 
public utility services and rates. 

The resolution was submitted by Nathan M. 
Lubar, Washington lawyer, and was passed by 
the association February 28th, and among other 
things charged that the President “had failed 


to make the appointment required by law for 
a period of years.” 

It pointed out that Congress had included 
in the last appropriations for the District the 
funds necessary for the appointment and asked 
that Congress revise the law to permit justices 
of the District Court to name the counsel in 
lieu of the President’s “failure to comply with 
the requirement of such law.” 

Copies of the resolution were forwarded to 
the President, Senate and House District com- 
mittees, D. C. commissioners, all citizens’ asso- 
ciations in the District, and to newspapers. 


Maryland 


Labor Case Carried to High 
Court 


HE Baltimore Transit Company recently 
disclosed that it had asked the Supreme 
Court of the United States to review the de- 
cision of the circuit court of appeals for the 
fourth circuit holding the company is subject 
to the National Labor Relations Act. 
The company applied for a writ of certiorari, 
which would bring before the high court for 


review the lower court’s finding that the 
transit firm is subject to the NLRB because 
“stoppage of the company’s operation by 
threatened industrial strife would result in a 
substantial interruption to or interference with 
the flow of interstate commerce.” 

The circuit court ordered the company to 
comply with an NLRB order to disestablish a 
union termed company dominated, to cease 
engaging in labor practices held to be unfair, 
to reinstate certain discharged employees, and 
to refund dues paid to the independent union. 


Missouri 


License Tax Upheld 


St. Louis city ordinance, imposing a 5 
A per cent license tax on the gross receipts 
of the Laclede Power & Light Company from 
sale of electric current, was upheld as consti- 
tutional by the state supreme court, en banc, 
on March 6th. 

The court acted on an appeal by the com- 
pany, an affiliate of the Laclede Gas Light 
Company, from a decision by Division No. 2 
last July 6th, which also upheld the ordinance. 
A new opinion was not written, the court 
merely adopting in entirety the opinion writ- 
ten for the division by Commissioner Paul W. 
Barrett, which held that the classification of 
companies in the ordinance was reasonable. 

All judges of the court en banc concurred 
in the opinion, except Judge Laurance M. 
Hyde, who concurred in the result, and Judge 
Ernest S. Gantt, who was absent. 
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City-owned Gas Service 
Suggested 


Be first public hearing by the special 
aldermanic committee, which is seeking 
means to make relatively inexpensive natural 
gas available to St. Louis consumers, was 
scheduled to be held on March 17th with Al- 
bert Miller, chairman of the state public serv- 
ice commission, present to discuss technical 
aspects of the question. 

Need for a series of public hearings was 
recognized by the committee at its first meet- 
ing on March 7th when a discussion of the con- 
tract between the Mississippi River Fuel Cor- 
poration, chief source of natural gas available 
in St. Louis, and Laclede Gas Light Company, 
the primary St. Louis distributing agency, sug- 
gested the possibility of municipal ownership 
of natural gas-distributing facilities. 
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Nebraska 


Power Actions Denied 


SB eri Judge Frank Dineen on March 
6th overruled all motions for a new trial 
in the cases involving actions challenging the 
constitutionality of the Omaha People’s Power 
Commission and denied the commission the 
right to post a supersedeas bond. 

Denial of the right to post such a bond was 
seen by attorneys for the commission as de- 
priving it of any legal existence, but does not 
prevent taking of an appeal to the state su- 
preme court. 

Judge Dineen signed an order at first grant- 
ing the bond; but withdrew it when attorneys 
for the Nebraska Power Company and others 
opposing the commission objected. 

A supersedeas bond posted for appeal sus- 
pends judgment of the lower court while the 
appeal to the higher court is pending. Attor- 
neys opposing the commission said that since 
the court had enjoined the commission from 
taking any action, allowance of the bond would 
wipe out the injunction and destroy the court’s 
ruling. 

The commission, appointed under LB 204, 
passed at the last legislative session, has as its 
objective taking steps to acquire the proper- 
ties of the Nebraska Power Company. 

W. C. Fraser, attorney for the commission, 
attacked Dineen’s ruling as “an abuse of dis- 
cretion” and “judgment against the usual and 
ordinary practices of law.” He said it would 
prevent the commission from participating offi- 
cially in a hearing before the Securities and 
Exchange Commission, involving Nebraska 
Power and American Power & Light, the hold- 
ing company controlling the Nebraska utility. 

Dineen permitted the city council to post 
$1,000 supersedeas bond, which suspends, while 
the appeal is pending, his ruling that the coun- 
cil must call a special election on the issue of 
creating the commission. 


Power District Taxation Argued 


tk all-important question of whether the 
$60,000,000 worth of property owned by 
the three public power districts is subject to 
state and local taxation was reargued on 
March 8th before the state supreme court. 

The state Constitution exempts from taxa- 
tion the property of the state and its govern- 
mental subdivisions. What the cour! is to de- 
termine is whether these are governmental sub- 
divisions. 

In Lincoln county where the test case was 
submitted, Judge Tewell held that the hydros 
do not come under the exemption clause. The 
point has been made by objecting attorneys 
that if the Tewell decision is upheld REA 
and irrigation and drainage districts will have 
to pay taxes. 

pposing attorneys agreed on this definition 
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of what constitutes a governmental subdiyj. 
sion: “It is a territorial subdivision, that is, a 
lesser part of the state, which has been set up 
for the purpose of exercising some part of the 
state’s governmental powers and functions as 
the same may be committed to it.” 
Attorneys for the Platte Valley Public 
Power and Irrigation District, the only hydro 
directly involved in the litigation, argued that 


subdivision. They argued further that all proj- 
ects for the promotion of agriculture are sub- 
jects of general and public concern, the pro- 
motion and regulation of which are among the 
most important of governmental powers, 
duties, and functions, as previously held by 
the supreme court. 

Attorneys for the state and Lincoln county 
took the position that the district lacks the 
one fairly stated criterion imposed by the 
Constituticn for it does not have the power of 
taxation, but on the contrary it is expressly 
forbidden to levy any taxes. For this reason, 
they argued, the district does not come with- 
in the term “governmental subdivision” as set 
out in the Constitution. 


To Vote on Gas Franchise 


vo at the April 4th election in Beatrice 
will determine whether the Beatrice Gas 
Company shall be granted a franchise re- 
quested by it to “permit definite plans for post- 
war activities,” county commissioners said, 
after they had taken the steps necessary to 
put the question on the ballot. 

Drawn to allow the company to enlarge its 
system, the franchise would permit use of 
streets and alleys under control of the city 
council. Company representatives said a rate 
reduction would be possible if the franchise 
is granted, 


Large Refinancing Planned 


HIL HOcKENBERGER, president of the Con- 
P sumers Public Power District, said Con- 
sumers was considering refinancing approxi- 
mately $42,000,000 in bonds in order to effect 
a savings of between $4,000,000 and $5,000,- 
000 during the life of the bonds. He said the 
district is considering also consolidation of its 
eight divisions for the purpose of saving about 
$75,000 annually in operating and accounting 
costs. 

Refinancing appears possible because the 
present bond market is favorable and Con- 
sumers operations have been so successful bond 
buyers are willing now to offer a better price 
for its bonds, it was reported. At present Con- 
sumers various bond issues average about 3 
per cent and a saving close to 1 per cent is in 
prospect, Hockenberger said. That would bring 
the interest rate down to about 2% to 24. 
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New Jersey 


New Rate-fixing Method 


NEw approach to utility rate fixing was 
A announced in Newark on March 3rd by 
Joseph E. Conlon, president of the state pub- 
lic utility commission. The method, which is 
called the “rate adjustment plan,” is to be 
applied in possible rate adjustments by New 
Jersey Light & Power Company, of Morris- 
town, following a public hearing scheduled 
to be held on March 21st. (See, also, page 435.) 

The principal feature of the plan is that 
which directs the company to set aside from 
its earned surplus $975,000 as a stabilizing re- 
serve upon which the company may draw in 
the event that its earnings fall below a fair 
return. 

The rate of return will be determined 
annually by computing the actual cost to the 
company of money that it obtains through the 
sale of bonds and preferred stock, plus a suit- 
able allowance for equity capital. 

A rate of return computed in this way con- 
forms to the requirements of law, and when 
applied to a reasonable base produces the fair 
return that a utility company is entitled to earn 


under the law, according to Mr. Conlon. 

The plan was developed by Dr. Rhoads 
Foster, of New York University, who began 
his study of the structure of the company two 
years ago. Associated with him in formulation 
and perfecting the plan were Herbert J. Fiagg, 
chief engineer for the board, and Malcolm 
Davis, of Gilbert Associates, representing the 
New Jersey Power & Light Company. 

As an immediate step following the pro- 
posed adoption of the plan, it is intended that 
a billing credit of 50 per cent of the bills issued 
to consumers for April will be given, pro- 
ducing a saving of $130,000 to the customers. 
Through previous rate adjustments the cus- 
tomers already have realized $530,000 in re- 
ductions since 1943. The company, according 
to Mr. Conlon; has agreed to a starting rate 
base of $16,750,000 as of January Ist. 

H. C. Thuerk, president of New Jersey 
Light & Power Company, said that negotia- 
tions with regard to the plan have been car- 
ried on for two years, and that the plan offered 
possibilities of savings and that the company 
agreed to codperate with the board in develop- 
ing the plan. 


New York 


Bill to Raise Subway Fare 
A BILL to make possible establishment of 

a New York City Transit Authority em- 
powered to alter the financing of the city’s 
rapid transit system and to raise subway fares 
to 10 cents, was introduced into the state leg- 
islature by Assemblyman D. Mallory Stephens, 
Putnam county Republican. 

The measure was sponsored by the Citizens 
Transit Committee of New York city, an out- 
growth of the Committee of Fifteen, which 
has advocated fare increases and financial 
changes to make the city’s transit lines self- 
supporting. 

Paul Windels, chairman of the Committee 
of Fifteen, also heads the new group, which 
was formed February 28th. 

The Stephens bill, which was referred to the 
assembly rules committee for action, was in- 
tended as permissive legislation, dependent for 
validity upon passage of an enabling law by 
New York city’s council. 


Rate Plea Heard 


[rots operating costs were cited by the 
Brooklyn Borough Gas Company on March 
8th at a public hearing before the state public 
service commission in support of its applica- 
tion for a 5 per cent rise in consumer rates. 
Witnesses for the company submitted figures 
showing that labor costs had increased by 
$43,000 because of a recent ruling by the War 
Labor Board. The hearing was adjourned 
until March 24th. 


Sale Authorized 


HE state public service commission re- 

cently authorized the Producers Gas Com- 
pany to sell its works and system in Bolivar, 
Allegany county, to the Empire Gas & Fuel 
Company, also in that village. The reason, the 
commission said, was that the Producers Com- 
pany had difficulty in obtaining sufficient nat- 
ural gas for operations. 


Re 
Ohio 


Restore Pass on City Line 


A" alarming reduction in revenue and slow- 
ing of streetcar and bus schedules early 
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this month put an end to the Cleveland transit 
board’s attempt to eliminate the weekly pass 
and other special fares, the board announced. 

After only a week of the experiment of 
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operations without the pass, the board offered 
the $1.25 weekly pass, the Sunday and holiday 
pass, and the 3-cent zone fare on Euclid avenue 
downtown cars again to riders. 

Even though the board had seen the result 
of only four days of operation without the 
pass, the drop in revenue was so great and 
system schedules were so retarded that the 
board decided to capitulate without further 
question, officials said. 

An important factor in the board’s decision 
was the belief that a quick surrender would be 
of aid in dealings with a rebellious group in 
the city council, a majority of which had in- 
dicated it would go along with the experiment 
but would ultimately veto attempts to outlaw 
the pass. 

The threat of serious labor trouble that had 
hung over the city transit system for three 
weeks was removed on March 8th when the 
mayor’s war production committee worked 
out a peace formula which was agreed to by 
the unions involved and the city transit board. 
The agreement was that the machinists who 
had not yet been reinstated after their sit- 
down strike in transit system shops in mid- 
February would have the right to return to 


work singly or as a group at any time until 
March 15th, but that after they returned the 
transit board would have the right under the 
board’s grievance procedure to take such dis- 
ciplinary action as it saw fit. 

The chief strike threat lay in the reported 
determination of transit system electricians to 
walk out in sympathy for the machinists if 
the latter were not reinstated as a group. 


Industrial Gas Cut 


AS a result of a sharp decline in temperature, 

the Manufacturers Light & Heat Com- 
pany on March 9th cut off gas for industrial 
purposes in 32 Ohio valley cities and towns 
to conserve the fuel supply for 34,000 domes- 
tic consumers. 

The order affected potteries, glass factories, 
and steel mills in the area between East Liver- 
pool and Brilliant, Ohio, and between Chester 
and Newell, West Virginia. 

Fuel oil and producer gas were used as 
stand-by fuel to avert curtailment of pottery 
production in East Liverpool and in neighbor- 
ing Wellsville, Steubenville, Salem, and East 
Palestine. 


Pennsylvania 


New Rate Scale Announced 


Ew rates, which will mean reductions for 
most of its customers, were published 
recently by the Peoples Natural Gas Company. 
The company also explained how it would 
distribute refunds ordered by the state public 
utility commission. 

The new rates became effective March Ist. 
They are: a minimum charge of $1 for the 
first 700 cubic feet of gas or less, 7 cents per 
hundred for the next 300 feet, 65 cents per 
thousand for the next 4,000 cubic feet, 60 
cents per thousand for the next 5,000 feet, 
and .45 per thousand for all over 10,000 feet. 

The company explained that the first two 
categories represented rate reductions. For- 
merly only 400 feet were allowed for the mini- 
mum charge, and the next unit at 7 cents per 
cubic foot was stretched out to 600 cubic feet. 

The only increase was in the fifth category, 
over 10,000 feet, and the price on that was 
raised 5 cents a thousand. 

A decision to renew the fight for lower gas 
rates for the small consumer was reached re- 
cently by the finance committee of the Pitts- 
burgh city council, which was planning to con- 
~ with the city law department on the prob- 
em. 

Councilman A. L. Wolk, giving an analysis 
of the state commission’s decision in the Peo- 
ples Natural Gas Company Case, said, “The 
average small consumer thinks he gained a vic- 
tory in this case because he has received a re- 
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duction of 21 cents on the first thousand cubic 
feet, but he really has suffered a defeat. He 
has forgotten that the rate he has been paying 
since 1940 has been on a temporary basis, wait- 
ing for a final determination of the case.” 


Council Favors Tax 


A RESOLUTION favoring the taxation of 
exempted public utility properties was 
passed by the Pittsburgh city council recently 
as part of a plan to have the proposed legis- 
lation listed by Governor Edward Martin in 
his contemplated call for a special session. 

Thomas J. Gallagher, author of the resolu- 
tion, stated that the valuation of public utility 
property in the city now exempt from taxa- 
ion amounts to $37,968,995. 

Mr. Gallagher said exemptions could be 
traced back to an “archaic” law, and urged 
that every civic organization in the city “should 
get behind the movement to put these utilities 
on the taxable list” by helping “put up a fight 
in Harrisburg” where, he said, similar attempts 
had failed in past years. The resolution car- 
ried without a dissenting vote. 


Gas Shortage Cuts Output 


Ores of 500 western Pennsylvania 
industrial plants, including 175 engaged 
in war production, were curtailed recently by 
a shortage of natural gas, Army Ordnance re- 


ported. 
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The cold wave, which caused heavier de- 
mands, forced curtailments which ranged from 
aminor cut in some plants to a complete shut- 
down of others. In addition, about 25 war- 
vital plants in West Virginia and Maryland, 


also in the Pittsburgh ordnance district, were 
affected. 

The Army said an appeal was made to 
householders to conserve gas used for heat- 
ing as much as possible. 


Tennessee 


TVA Money Suit Set 


VA’s suit to restrict use of Lenoir City’s 

electric revenue monies will be heard be- 
fore Federal Judge George Taylor in district 
court in Knoxville on April 26th, it was learned 
recently. 

First such litigation in TVA history, based 
on the wording of the TVA-Lenoir City power 
contract of February 28, 1938, it was broughi a 
year ago after the municipality voted to refund 
general obligation bonds for which its electric 
revenues were pledged as security. 

The authority contended then “that action 
of Lenoir City in attempting to pledge its elec- 
tric revenues to the payment of bonds and to 
obligate itself to charge rates higher than 


those permitted by the contract with the TVA 
is void.” 

TVA’s purpose in filing suit, declarations set 
out, was not to have such bonds declared in- 
valid but to require they be paid from the 
Lenoir City general fund instead of from reve- 
nues of the electric system. 

Lenior City answered the declaration and 
said, in effect, it could do as it pleased with 
its revenues regardless of how TVA felt about 
it. 

The municipality's answer last August was 
followed by TVA amendments to its complaint 
last September. 

Regardless of the suit’s outcome it will set 
a precedent in relationships between the TVA 
and its contracting municipalities. 


Utah 


Asks Rate Annulment 


{i state supreme court was asked recently 
by the Utah Power & Light Company to 
annul a state public service commission order 
for a $1,500,000 annual rate reduction on the 
ground the commission departed from state 


law in fixing a “prudent investment” rate base. 

In a brief replying to an earlier commission 
brief, the company asserted that the commis- 
sion “ignored the value of the company’s prop- 
erty used and useful in rendering electric serv- 
ice” and in so doing committed error “requir- 
ing the annulment of the commission’s order.” 


Wisconsin 


To Fight Utility Purchase 


A MADISON citizens’ taxpayers’ committee 
announced its organization recently in 
opposition to municipal purchase of the Madi- 
son Gas & Electric Company, which it charged 
is a “cold-blooded, big-profit business” deal 
and not in the city’s best interests. 

An advertisement published in the Madison 
newspapers carried an appeal, under the names 
of 63 committee members, for funds to finance 
the presentation of facts to the voting public 
before the April 4th referendum. 

The names include those of at least two men 
long identified with the labor movement as 
well as professional and businessmen and wo- 
men, contractors, industrial representatives, 
and University of Wisconsin faculty mem- 

rs. 

The committee’s advertisement alleged that 
Stifel, Nicolaus & Company, Chicago bond- 
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ing firm engaged as city negotiators in the 
utility acquisition, “stand to make $137,000 in 
fees and commission plus whatever they can 
realize in commissions on the sale of $11,- 
500,000 in bonds which could be as much as 
$345,000 if they can get us to vote their way.” 


Reduced Rates Filed 


A TOTAL of $230,000 a year will-be saved 
by 82,000 residential electric customers 
of the Wisconsin Power & Light Company in 
central and southern Wisconsin, through re- 
duced rates filed with the state public service 
commission on March 10th. 

Exactly $40,000 of the amount will be saved 
by 17,000 customers in Baraboo, Berlin, Darl- 
ington, Delavan, Dodgeville, Edgerton, Hori- 
con, Lake Geneva, Mauston, Mayville, Milton, 
Milton Junction, Mineral Point, Monroe, Por- 
tage, and Tomah. 
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The Latest 
Utility Rulings 


FPC Order Disallowing Payments to 
Affiliate Upheld by Court 


HE ruling by the Federal Power 

Commission, in a determination of 
power project cost, that construction 
fees paid to an affiliated construction 
company should be excluded where the 
construction company is in effect but a 
part of a construction department of the 
licensee, or merely an incorporated sys- 
tem of accounting interposed by a hold- 
ing company, has been sustained by the 
circuit court of appeals, third circuit. 

It had been argued that since § 3 of 
the Federal Power Act states that net in- 
vestment in a project means the actual 
legitimate original cost as defined and in- 
terpreted in the Classification of Invest- 
ment in Road and Equipment of Steam 
Roads, issue of 1914, Interstate Com- 
merce Commission, the interpretation of 
the phrase “actual legitimate original 
cost” by the Interstate Commerce Com- 
mission is controlling, 

The court reached the conclusion that 
the Interstate Commerce Commission 
had not determined whether profits paid 
to an affiliated construction company 
were to be included in determining cost. 
Quoting from the court decision: 

We further conclude that up to the time of 
the enactment of the Federal Water Power 
Act in 1920 the Interstate Commerce Com- 
mission had not ruled upon the question 
whether under the Valuation Act of 1913 and 
the classification issued in 1914 profits paid 
to an affiliated construction corporation by a 
carrier were includible in determining 
original cost of the road. The Interstate 
Commerce Commission cases decided after 
the passage of the Federal Water Power 
Act and cited by the licensee have no bear- 
ing on the question before us since they could 
not have been in the contemplation of Con- 
gress when it passed the act and do not deal 
with the meaning of the statutory phrase 


with which we are concerned — “actual 
legitimate original cost.” 
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The court thought that the commis- 
sion’s “no profit to affiliates” rule was in 
accord with the statutory mandate that 
costs are to be restricted to actual ex- 
penditures and are not to be illegitimately 
inflated by any device. 

The commission’s ruling that but 50 
per cent of the engineering charges of 
Electric Bond and Share Company was 
properly allocable as overhead was also 
upheld. The overhead charged averaged 
approximately 95 per cent of salaries 
paid to employees of Electric Bond and 
Share who did the work. The commis- 
sion had concluded that Electric Bond 
and Share, in computing overhead for the 
engineering department, had loaded that 
department with expenses of other de- 
partments without justification. 

The commission was also sustained in 
disallowing an amount representing the 
difference between the purchase price 
and salvage value of materials pur- 
chased for installation in the project’s 
flow line but omitted through error. The 
court said these materials had no more 
to do with the completed work than if 
they had been used on another project or 
had never left the factory. This, the 
court continued, was not a case of excess 
material being supplied to cover the pos- 
sibility of breakage, spoilage, or similar 
contingencies, and afterward found not 
to be needed. 

The jurisdiction of the commission to 
direct that the licensee remove from 
project accounts and transfer to earned 
surplus account items disallowed as 
original cost was also upheld, Pennsyl- 
vania Power & Light Co. v. Federal 
Power Commission, 139 F(2d) 445, 
affirming Re Pennsylvania Power & 


Light Co. (1942) 44 PUR(NS) 344. 
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THE LATEST UTILITY RULINGS 


State Commission Not Bound to Reduce Intrastate 


Phone Rates to 


HE Federal Communications Com- 
mission has sole jurisdiction over 
interstate telephone rates, and the Ten- 
nessee Railroad and Public Utilities 
Commission has sole jurisdiction over 
intrastate rates. Because of this separate 
jurisdiction, the Tennessee commission 
holds, state laws prohibiting discrimina- 
ion are not to be so applied as to require 
the state commission perfunctorily to re- 
duce toll rates in the state to the level of 
interstate rates without giving regard to 
the many different factors which bear 
upon the making of the two sets of tele- 
phone rates. 
Commissioner Jourolmon, in a dissent- 
ing opinion, reviewed rulings in other 


Interstate Level 


states where intrastate charges had been 
reduced to the interstate level. The weight 
of authority, he said, is most decidedly in 
favor of the rule that circumstances and 
conditions under which long-distance 
intrastate message telephone rates are 
higher than the rates charged for service 
over comparable distances in interstate 
commerce constitute unjustified and’ un- 
lawful discrimination. Only the Utah 
Supreme Court, in Mountain States 
Teleph. & Teleg. Co. v. Public Service 
Commission (1943) 51 PUR(NS) 275, 
142 P(2d) 873, he said, was not in agree- 
ment with the rule established by other 
authorities. Re Southern Bell Telephone 
& Telegraph Co. (Docket No. 2517). 


7 


Rates Adjusted on Fair Value Basis Required 
By Court Decision 


T ‘HE Pennsylvania commission, upon 


remand of the Peoples Natural Gas 
Company Case from the superior court, 
fixed the rate base at $38,900, allowed a 
turn of 64 per cent, and ordered dis- 
tribution of reparation out of funds ac- 
cumulated during litigation. The com- 
mission had previously found a rate base 
of $20,000,000, based on a consideration 
of reproduction cost depreciated, book 
value, original cost depreciated, and in- 
vested capital. 

The court had ruled that fair value 
under the Pennsylvania statute is the 
basis for rate making. The commission 
said that fair value, being necessarily a 
synthesis of the individual judgments of 
commissioners approving a rate order, 
cannot be reduced to an exact mathemati- 
cal formula. However, the commission 
continued, it was a coincidence that its 
fair value closely approximated original 
cost depreciated less expensed property. 
The court and the company, said the 
commission, apparently concluded that 
such approximation was not accidental, 
but indicated the deliberate acceptance of 
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that single element as the lone measure of 
fair value. The opinion continued as fol- 
lows: 


The commission therefore desires to re- 
iterate that not only the law but our own 
concepts of justness and right require us to 
avoid the acceptance of original cost, pru- 
dent investment, reproduction cost, or 
other single element, as the rate base, but 
rather to consider every element and give 
it proper weight in the ultimate finding of 
fair value. We have faithfully followed that 
concept, and our errors, therefore, lay not in 
the general theory we followed, but rather 
in the type of elements we considered, and 
the weight we gave them. 

As we understand it, the court’s opinion 
found unacceptable our methods of applica- 
tion of the elements of invested capital and 
book cost in this case. In the absence of 
further evidence of record on these points, 
therefore, we will confine our present con- 
siderations to the remaining elements of 
record. 


The commission started with repro- 
duction cost and original cost depreciated 
as of December 31, 1938, and added net 
additions to and subtracted increase in 
depreciation reserve from its findings. 
This resulted in a reproduction cost de- 
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preciated as of December 31, 1943, of 
$44,064,303, and original cost depre- 
ciated as of that date $30,586,959. 
Commissioner Buchanan, in a dissent- 
ing Opinion, maintained that the decision 
in the Hope Natural Gas Company Case, 
51 PUR(NS) 193, affected the value 
rule under Pennsylvania statutes and 


e 


that the commission should adhere to the 
cost basis and urge its support on further 
appeal. Pennsylvania Public Utility Com- 
mission v, Peoples Nat. Gas Co. (Com- 
flaint Docket Nos. 11380, Sub 20 and 
12683, following court decision, 51 
PUR(NS) 129, and earlier commission 
opinion, 47 PUR(NS) 385.) 


Telegraph Company Relieved of Cost of 
Removing Wires near City’s Airport 


HE Pennsylvania Superior Court 

upheld the commission’s order re- 
quiring the relocation of a portion of a 
pole line owned by the Postal Telegraph- 
Cable Company near an airport owned 
by the city of Connellsville, but reversed 
the order of the commission in so far as 
it imposed the cost of relocation upon 
the telegraph company. The court 
thought that a proper disposition of the 
matter in controversy would be reloca- 
tion of the line of wire at such a point 
off the highway, and by such method as 
the telegraph company might determine, 
so as to satisfy the terms of the com- 
mission’s order, and that the company 
secure the land for the relocated line and 
the entire expense of relocation be borne 
by the city. 

Jurisdiction of the commission to re- 
quire relocation was sustained, although, 
among other things, the company argued 
that “the public” referred to in statutes 
relating to dangerous facilities along a 
highway included no more.than persons 
traveling on the highway. It was shown 
that others than employees, business in- 


vitees, or licensees could use the airport, 
and the court ruled that under the cir- 
cumstances it could not be said that ac- 
tual or probable use of the airport by 
members of the public as such was so 
wanting as to deprive the commission of 
jurisdiction. 

The order was sustained as reasonable, 
although the company urged that com- 
pliance with provisions of the State Law 
for Aeronautics and other statutes would 
avoid danger to users of the airport. The 
court said: 


But the reasonable exercise of the com- 
mission’s power is not confined to the cor- 
rection of situations to which all parties act 
with the utmost consciousness of the law. If 
this were so, the commission would have lit- 
tle to do. It may be that strictly lawful con- 
duct by all concerned might have prevented 
every railroad crossing accident in the his- 
tory of the commonwealth, but that would 
be a novel ground on which to challenge 
the reasonableness of a commission order 
for the elimination of a dangerous crossing. 


Postal Telegraph-Cable Co. v. Public 
Utility Commission. For commission de- 


cision, see (1943) 48 PUR(NS) 98. 


7 


Heating Utility Not Permitted to Limit 
Service Obligation 


ULES proposed by the Northern States 
Power Company whereby it would 
limit its duty of service to existing heat- 
ing customers, except where in its judg- 
ment and discretion an additional load 
might be acquired without jeopardy to 
existing customers or without incurring 
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any obligation to repair, extend, rebuild, 
or replace existing plant, were held by the 
Wisconsin commission to be unlawful 


and discriminatory. The company, it was § 


held, must at least furnish service to all 
persons who own or occupy property 
abutting upon the streets and alleys in 
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which the company’s mains are laid. 
This decision overrules the contrary 
holding in the so-called “bowling alley 
case,” Re Wisconsin-Minnesota Light & 
P. Co. (Wis 1922) 26 Wis RCR 843. 
The company, although applying to 
the commission for an investigation of 
the extent of its obligations as a public 
stility, raised the question at the outset 
whether it was operating the heating 
service as a public utility. It was con- 
tnded that under the doctrine of Caw- 
ker v. Meyer (1911) 147 Wis 320, 133 
NW 157, it was not a public utility be- 
ause the original predecessor company 
did not undertake to furnish service 
which might prove to be beyond the 
capacity of its plant. The franchises of 


the company and its predecessors, the 
commission declared, refuted any such 
claim. Furthermore, as stated by the 
commission : 


Although not conclusive in itself but indic- 
ative of the intention of the applicant, it is 
significant that it has always subjected itself 
to regulation, has filed rates and annual re- 

rts with the commission as required by the 

ublic Utility Law, and is now before us re- 
questing approval of rules governing the 
conduct of its business. If the applicant is 
not furnishing hot water heating service in 
La Crosse as a public utility, it should not 
be before this commission with its rules and, 
in any event, we would be without authority 
to act in the premises. 


Re Northern States Power Co, (2-U- 
1895). 


e 


Higher Expenses Prevent Refund Based on 
Toll Revenue Increase 


N agreement effected by the Federal 
Communications Commission with 
the American Telephone and Telegraph 
Company results in increased participa- 
tion by state telephone companies in rates 
and revenues of Long Lines Department. 
Increased revenues under the new 
wrangement were found insufficient, 
however, to justify a refund to Connecti- 
cut customers of the Southern New Eng- 
hnd Telephone Company. 

The Connecticut commission, in 
rminating a proceeding relating to a 
pssible refund, found that revenues had 
en increased $600,000 for 1943. Onan 
anual basis this would be an increase of 
939,000. The operating expenses for 
1943 had, however, increased $100,000 
more than revenues. For 1944 it was 


estimated that revenues would increase 
$422,000, while expenses would increase 
$629,000, largely because of wage in- 
creases. This would result in an earn- 
ings decline so that the return would be 
4.4 per cent on net investment. 

In view of these circumstances the 
commission did not believe that it should 
order the company to decrease its inter- 
state toll rates by making a refund of the 
increased share in toll revenues which it 
was receiving. The obligation upon the 
company to provide adequate service to 
customers and the difficulties of doing so 
under war-time conditions, said the com- 
mission, did not warrant an order re- 
quiring a refund. Re Southern New 
England Telephone Co. et al. (Docket 
No, 7415). 


e 


Utility Indebted to Customer Has Right 
To Deny Service for Nonpayment 


Xx attorney claiming that a public 
utility owed him in excess of $10,- 
00 for legal services rendered was not, 
acording to a ruling of the appellate 
ourt of Illinois, entitled to an injunc- 
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tion restraining discontinuance of utility 
service for refusal to pay past due utility 
bills. An injunction order granted by a 
lower court was reversed. 

The attorney alleged that the utility 
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was insolvent, but the court said this was 
a mere conclusion and no facts were 
stated on which the conclusion was based. 
However, if its solvency were well 
pleaded, the court continued, no authority 
was cited indicating that, and the court 
could see no reason why an insolvent 
utility corporation indebted to a particu- 
lar customer on a charge not connected 
with a service charge should, in effect, 
be required to furnish continued service 
to the customer although the latter is in 
default and refuses to pay a bona fide 
claim for service already furnished. 

An attempt to avoid service discon- 
tinuance under the rule against service 
denial to enforce disputed bills met with 


no success. The only disputed charge, 
said the court, was 2 per cent of $1,500 
charged as a penalty, which would be 
$30. The effect of the injunction was 
not only to restrain denial of service be- 
cause of the nonpayment of the 2 per 
cent item, which was not alleged to be 
unreasonable or unjust, but also to re- 
strain the utility from discontinuing sery- 
ice because of the nonpayment of bona 
fide undisputed service charges which 
had accrued over a period of nearlv two 
years immediately preceding the filing of 
the complaint. There had been no tender 
of payment of the undisputed charges. 
Brown v. Illinois Towa Power Co. 52 
NE(2d) 722. 


7 


Order Requiring Charges to Surplus Account 
Sustained by Court 


HE appellate division of the New 

York Supreme Court confirmed a 
determination by the state commission 
that a water company’s account Or- 
ganization, $4,000, should be charged 
directly to Surplus and the total amount 
of Franchises and Consents, $20,455, 
should be charged directly to Surplus. 
No opinion was written by the majority 
of the court, but presiding Justice Hill, 
in a dissenting opinion, concurred in by 
Justice Bliss, discussed the nature of 
these accounting entries. 

The $4,000 item had been paid to an 
attorney about 1922 for reorganizing 
the company following condemnation by 
New York city of a portion of the plant 
and distribution system and the forma- 
tion of a real estate corporation to which 
lands no longer needed by the company 
were transferred. The other item repre- 
sented a portion of the purchase price of 
stock of a company merged in 1906. 

The dissenting justices said that there 
was no dispute that the fee was paid to 
an attorney efficient and able in the cor- 
porate and public utility field. A pay- 
ment made under such conditions ten 


years before the commission was given 
supervision over water companies, they 
said, might not be removed from capital 
by the commission in the exercise of its 
functions as to the books of utilities. 

A franchise to furnish water to the 
dwellers of a municipality may or may 
not have value, dependent upon the facts, 
said the dissenting justices. Expendi-§ 
tures and labors performed in convert- 
ing the “bare bones” of a plant into a 
functioning utility are proper items fot 
capitalization. The legislature, it was 
said, had not given plenary powers to 
the commission in connection with the 
items of capital account, and it was said 
to be arbitrary and capricious to limit 
the capital entry to the estimated value 
of the real estate owned by the merged 
company when the corporation had been 
in existence for six years, even if the 
commission had jurisdiction to eliminate 
an item thirty-seven years of age and 
reflecting a transaction of a quarter of a 
century before the commission had any 
power in the premises. Citizens Water 
Supply Co. of Newton v. Maltbie et al. 
45 NY Supp (2d) 796. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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DAVIES WAREHOUSE CO. v. BOWLES 


UNITED STATES SUPREME COURT 


Davies Warehouse Company 


Vv 


Chester Bowles, Price Administrator 


No. 112 
— US —, 88 L ed —, 64 S Ct 474 
January 31, 1944 


— to United States Emergency Court of Appeals 

to review judgment dismissing complaint against General 

Maximum Price Regulations under Emergency Price Control 

Act in so far as they purport to regulate public warehouse rates; 

reversed. For lower court decision, see (1942) 51 PUR(NS) 
321, 137 F(2d) 201. 


utes, § 10 — Exemption from Price Control Act — State regulation. 
1. Congress by the term “public utilities’ used in the Emergency Price 
Control Act exempted those whose charges already were regulated as public 
utilities, and hence were not probable sources of inflationary dangers; and 
Congress did not intend to supersede the power of a state regulatory Com- 
mission, exercising comprehensive control over the prices of a business 
appropriately classified as a public utility, p. 69. 


latutes, § 5 — Presumption as to validity. 
2. State statutes are entitled to the presumption of constitutionality until 
their invalidity is judicially declared, p. 71. 

utes, § 10 — Duties of Price Administrator — Assumption as to state statutes. 
3. The Price Administrator, in proceeding under the Emergency Price Con- 
trol Act, which exempts public utilities regulated by state law, may assume 
the constitutionality of state regulatory statutes, under both state and Fed- 
eral Constitutions, in the absence of a contrary judicial determination, 


p. 71 

latutes, § 11 — Construction — Effect of burden on Administrator. 
4. The court, at least in the absence of a congressional mandate to that 
effect, cannot adopt a rule of construction, otherwise unjustified, to relieve 
the Price Administrator of a substantial burden in determining what pub- 
lic utilities are exempted under the Emergency Price Control Act by rea- 
son of state regulation, p. 71. 

ltutes, § 11 — Construction — Desirability of uniformity — Federal laws. 
5. Considerations of nation-wide uniformity need not prevail, in interpret- 
ing the provision of the Emergency Price Control Act exempting public 
utilities, as against the judgment of the court that an interpretation which 
will give the exemption a general and uniform operation in all states ir- 
respective of local law is out of harmony with other objectives more im- 
portant to the legislative purpose, p. 72. 

65 52 PUR(NS) 
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Statutes, § 13 — Interpretation — Administrative construction. 


6. Administrative construction of the Emergency Price Control Act shoul 
not overweigh other considerations as to the proper construction of th 
statute when the Price Administrator’s ruling on the disputed questiog 
was no sooner made than challenged and administrative construction 

hardly seasoned or broadened into a settled administrative practice, p. 73, 


Public utilities, § 120.1 — Warehouses. 


7. A warehouse regulated as a public utility in California is a public util 
within the exemption clause of the Emergency Price Control Act, p. 73, 


Rates, § 3 — Federal and state control — Avoidance of conflict. 


Discussion, by Supreme Court, of congressional policy of avoiding con 
flicts between Federal agencies and state authority which are detriment 
to good administration and to public acceptance of an emergency system 0 
price control without departing from the traditional partitioning of func 
tions between state and Federal government, except so far as is required 
erect emergency barriers against inflation during war, p. 70. 


Constitutional law, § 1 — Conflict of powers — Federal and state governmen 
— Centralization of authority. 
Discussion, by Supreme Court, of the existence and force and function 9 
established institutions of local government, concentration of authori 
during war, and trend to centralization, p. 71. 
(Douctas, Biack, and Murpuy, JJ., dissent.) 


> 


APPEARANCES: Reginald _—_L. 
Vaughan, of San Francisco, Califor- 
nia, argued the cause for petitioner ; 
Nathaniel L. Nathanson, of Washing- 
ton, D. C., argued the cause for re- 
spondent. 


in Los Angeles. Its business is de 
clared to be that of a public utili 
both by the Constitution of Califo 
nia! and its Public Utilities Act.* Th 
act subjects to regulation by the Rai 
road Commission all warehouses whic 
serve the public generally for compe 
sation. Section 2$. New warehousd 
may be established only after obtai 


Mr. Justice JACKSON: delivered the 
opinion of the court: the petitioner, 


Davies Warehouse Company, is in- 
corporated under the laws of Califor- 
nia and conducts a public warehouse 


ing certificates of public conveniend 
and necessity, which the Commissio 
may refuse or condition and may su 





1“The legislature shall pass laws for the 
regulation and limitation of the charges for 
services performed and commodities furnished 
by telegraph and gas corporations, and the 
charges by corporations or individuals for 
storage and wharfage, in which there is a pub- 
lic use. .’ California Constitution, Art. 
4, § 33. 

“Every private corporation, and every in- 
dividual or association of individuals, owning, 
operating, managing or controlling any com- 
mercial railroad, interurban railroad, street 
railroad, canal, pipe line, plant, or equipment, 
or any part of such railroad, canal, pipeline, 
plant or equipment within this state for the 
transportation or conveyance of passengers or 
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express matter, or freight of any kind, i 
cluding crude oil, or for the transmission 
telephone or telegraph messages, or for ti 
production, generation, transmission, delive 
or furnishing of heat. light, water or pow 
or for the furnishing of storage or wharfag 
facilities, either directly or indirectly, to or { 
the public, and every common carrier, is he 
by declared to be a public utility subject 
such control and regulation by the Railro: 
Commission as may be provided by the leg 

California Constitution, Af 


2 California Gen. Laws (Deering, 1937) A 
6386, § 2(dd). 
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DAVIES WAREHOUSE CO. v. BOWLES 


d or revoke at any time for cause. 

ion 504. Petitioner must grant 
discriminatory and equal rates to 
eryone, and it may not alter any 
xisting rate or charge without per- 
ission. Sections 19, 15. The Com- 
jssion upon its own motion or upon 
omplaint: may determine “the just, 
sasonable, and sufficient rate” and fix 
he same by order. Section 32. Peti- 
loner is required to make periodic 
ports and is subject to numerous re- 
trictions and disabilities. Sections 
N, 51, 52, 75, 76, et al. 

Several public warehouses, includ- 
hg the one before us, made applica- 
ion to the Commission for general 
ate increases. The Commission gave 
public hearing in February, 1942. 
rom undisputed testimony it ap- 
kared that: notice of hearing had 
ken sent to over 3,000 customers and 


0 One appeared in opposition; rates 
ad not been advanced since 1938; 
ages, however, had been advanced on 


our different occasions; materials 
ind supplies and wages of clerical and 
uervisory employees had also in- 
teased ; over-all costs of operation had 
isen during the period 20-26 per 
mnt. On May 12, 1942, the Commis- 
‘on authorized a general 15 per cent 
kvance which, it said, “will permit 


Woplicants to increase their rates to 


reimburse them in part for their added 
labor expense.” The permission was 
so conditioned, however, that the rea- 
sonableness of any particular rate 
could be attacked by any customer, 
either by way of reparation proceed- 
ing, for which the act makes provision, 
or otherwise. The effective date of 
the new rates was set by the Commis- 
sion as May 22, 1942. 

In the meantime the United States 
Price Administrator, acting under the 
Emergency Price Control Act,’ on 
April 28, 1942 issued a General Maxi- 
mum Price Regulation. The effect of 
the Federal regulation and later 
amendments would have been to pro- 
hibit petitioner after July 1, 1942 
from charging the rate authorized by 
the California Railroad Commission. 

This Federal act provides that 
“nothing in this act shall be construed 
to authorize the regulation of . 

(2) rates charged by any common car- 
rier or other public utility.”* Peti- 
tioner, asserting itself to be within this 
exemption, made timely protest to the 
Price Administrator, which was de- 
nied. It then filed a complaint with 
the United States Emergency Court 
of Appeals, on which the act con- 
fers exclusive original jurisdiction to 
determine the validity of regulations,$ 
asking it to set aside the General 





S{January 30, 1942] 56 Stat 23, c 26, 50 
USCA Appx. §§ 901 et seq., 11 FCA title 50, 
ppx 25, §§ 1 et seq 
| Section 302(c), 30 USCA Appx § 942(c), 
i FCA title 50, ‘Appx 25, § 302(c), reads: 
‘athe term ‘commodity’ means commodities, 
iticles, products, and materials (except ma- 
ttials furnished for publication by any press 
Rsociation or feature service, books, mag- 
Mvines, motion pictures, periodicals, and news- 
mervers, other than as waste or scrap), and it 
tlso includes services rendered otherwise than 
han employee in connection with the process- 
mg, distribution, storage, installation, repair, 
t negotiation of purchases or sales of a com- 
modity, or in connection with the operation of 


any service establishment for the servicing of 
a commodity: Provided, That nothing in this 
act shall be construed to authorize the regula- 
tion of (1) compensation paid by an employ- 
er to any of his employees, or (2) rates 
charged by any common carrier or other pub- 
lic utility, or (3) rates charged by any person 
engaged in the business of selling or under- 
writing Prendheoe or (4) rates charged by any 
person engaged in the business of operating or 
publishing a newspaper, periodical, or mag- 
azine, or operating a radio-broadcasting sta- 
tion, a motion-picture or other theater enter- 
prise, or outdoor advertising facilities, or (5) 
rates charged for any professional services.” 

5 Section 204(d), 50 USCA Appx § 924 
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Maximum Price Regulations in so far 
as they purport to regulate its charges. 
The Emergency Court of Appeals dis- 
missed the complaint. Davies Ware- 


house Co. v. Brown (1943) 51 PUR 
(NS) 321, 137 F(2d) 201, 209. Im- 
portance of the construction of the 
act to its administration led us to 


grant certiorari. (1943) — US —, 
— Led —, 64S Ct 40. 

Congress, in omitting to define 
“public utility” as used in the act, left 
to the Administrator and the courts a 
task of unexpected difficulty. Use of 
that term in a context of generality 
wears an appearance of precision 
which proves illusory when exact ap- 
plication becomes necessary. Relevant 
authorities and considerations are 
“numerous and equivocal, and different 
plausible definitions result from a 
mere shift of emphasis. It may be 
contended that the exemption runs in 
favor of any business generally and 
traditionally regarded as a utility, ir- 
respective of actual state regulation. 
Or it may be urged to include any 
enterprise actually regulated as are 
utilities, regardless of traditional 
classification. Or it may be said to 
extend only to those businesses where 
actual utility regulation exists along 
with general and traditional utility 
character. 

The Emergency Court of Appeals 


SUPREME COURT 


weighed the conflicting factors ; 
thorough opinions and divided as ¢ 
result.2 Judges Maris and Magrude 
gave little weight to the existence 0 
actual regulation and held the phras 
to comprehend enterprises of the gen 
eral utility type, among which the 
thought this warehouse had no placed 
They held that the Federal price reg 
ulation superseded that of the state 
but said: “This is one of those 
fortunate cases where doubts woul 
remain whichever way the case wa 
decided”—a _ reservation we shar¢ 
Chief Judge Vinson declared that thi 
public warehouse possesses the basi 
indicia of a public utility and in add 
tion has its rates fixed by an agen 
of the state, and under these circu 
stances must be considered a publi 
utility within the meaning of the act 
He thought the state regulation shoul 
prevail over that of the Federal Pria 
Administrator. 

In Munn v. Illinois (1877) 94 U 
113, 24 L ed 77, this court recognize 
that the business of public warehous 
ing is “affected with a public interest 
and that its regulation by the state 
appropriate and _ constitutionally pet 
missible. Cf. Budd v. New Yor 
(1892) 143 US 517, 544, 36 Le 
247, 255, 12 S Ct 468, 4 Inters Co 
Rep 45. Twenty-one states regulat 
warehouses in some respects.” Thre 

















(d), 1f FCA 50, Appx 25, § 204(d), 
provides: “, The Emergency Court of 
Appeals, and the Supreme Court upon review 
of judgments and orders of the Emergency 
Court of Appeals, shall have exclusive ju- 
risdiction to determine the validity of any 
regulation or order issued under § 2, of any 
price schedule effective in accordance with the 
provisions of § 206, and of any provision of 
any such regulation, order, or price schedule. 


" 6137 F(2d) 201. 
7 Arizona Code (1939) § 52-901; Arkansas 
Acts 1935, Act 83; California Gen Laws 
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title 















(Deering, 1937) Act 6386, §§ 2 et seq; Ida 
Code Anno (1932) § 59-128; Illinois Re 
Stat (Bar Asso ed 1943) c 1114, §§ 10 et se 
c 114, §§ 189 et seq; Indiana Stat A 
(Burns, 1933) §§ 54-105 et seq; Kansas G¢ 
Stat (1935) §§ 34-224 et seq; Maine Rev St 
(1930) c¢ 62, §§ 15 et seq; Minnesota St 
(1941) ¢ 233; Missouri Rev Stat Anno (194 
§§ 14685.1 et seq; Nebraska Comp S$ 
(Supp 1941) c 88, §§ 219 et seq; Nevad 
Comp Laws (1929) §§ 6106 et seq; No 
Carolina Code Anno ea § 5124, La 
1941, c 291; North Dakota Comp La 
(Supp 1925) c 2, §§ 4609 et seq; Laws 19 
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DAVIES WAREHOUSE CO. v. BOWLES 


states include warehouses in their 
statutory definition of public utili- 
ties,® and eight include limited types 
of warehouses.® Forty-seven states 
have adopted the Uniform Warehouse 
Receipts Act, which gives warehouse 
receipts legal standing somewhat simi- 
lar to that of a common carrier’s bill 
of lading.” 

We cannot, therefore, assume that 
Congress was unaware that a general 
statutory reference to “public utili- 
ties” might well be taken at least in 
some states to comprehend public 
warehouses. But Congress did not see 


fit to employ that precision of defini- 
tion which it has used when it desired 
to make sure that its classification of 
public utilities for Federal purposes 
would depend upon the nature of their 
activities uninfluenced by any state 
policy.7 


Legislative history is am- 
biguous, and in no instance was at- 
tention directed to the particular prob- 
lem presented here as to the scope of 
the term “public utility.” But the 
phrase was used to measure inclusions 
as well as exemptions and it seems to 
have been employed in a practical 
rather than legalistic sense. An effort 
was made in the Senate to insert a pro- 
vision that public utility rates should 
not be increased without consent of 


the President."* That proposal was 
rejected, however, and a provision was 
substituted which required any public 
utility which asked for an increase in 
rates to notify the President and to 
assent to the appearance of such agent 
as the President may designate to ap- 
pear in behalf of the consuming pub- 
lic before the appropriate railroad or 
Public Utility Commission, be it a 
state, Federal, or municipal commis- 
sion.® It is difficult to believe that 
a different scope was intended to be 
given to the same words in different 
sections of the bill. The use of the 
same generic term in these different 
contexts indicates that it had no nar- 
rower connotation and should re- 
ceive no stricter interpretation in the 
exemption merely because used to de- 
fine an exemption. 

[1] Legislative history is unequiv- 
ocal in its showing that rates already 
subject to state regulation as public 
utility rates were not considered in 
need of further control. Mr. Leon 
Henderson, one of the authors of the 
bill and the first Price Administrator, 
gave as reasons for exempting utilities 
that they seemed to be under an ade- 
quate system of state regulation; ™ 
that this was an area not likely to give 
difficulty or to cause, so far as could 





¢ 227; Oklahoma Stat (Supp 1943) title 81; 
Oregon Comp Laws Anno §§ 60-301 et seq; 
South Dakota Code (1939) c 60.03; Texas 
Stat (Vernon, 1936) art 6445; Utah Code 
Anno (1943) §§ 76-2-1 et seq; Washington 
Rev Stat Anno (Remington) §§ 10344, 10392, 
(Supp 1940) §§ 11569-1 et seq; Wisconsin 
Stat (1941) § 195.21. 

8 California, Indiana, South Dakota, loc cit 
supra, note 7. 

§ Arizona, Idaho, Illinois, Maine, Nevada, 
North Dakota, Utah, Washington, loc cit su- 
pra, note 7. 

103 Uniform Laws Anno (Supp 1942) 6. 


NE, Public Utility Holding Company 
Act of Tikaees 26] 1935, § 2(a), 49 Stat 


803, 804, c 687, 15 USCA § 79b(a), 4 FCA 
title 15, § 79b(a) ; Federal Power Act, § 201 
(e), 49 Stat 848, c 687, 16 USCA’§ 824(e), 
5 FCA title 16, § 824(e). 

12 Amendment proposed by Senator Norris 
to S. J. Res. 161. HR 7565, as amended by 
Senate, § 1, 77th Cong 2d Sess. 

13 [October 2, 1942] 56 Stat 765, c 578, 50 
ey Appx § 961, 11 FCA title 1}, Appx 

1 


“fr “. . and public utilities were under 
what for the time being at least seemed to be 
an adequate system of state regulation, and 
therefore did not need to be brought into re- 
view.” Hearings before House Committee on 
Banking and Currency on H. R. 5479, 77th 
Cong Ist Sess Pt I, Revised, p 444. 
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then be seen, any inflationary trend; 
that utilities had problems peculiar to 
themselves and no further regulation 
seemed necessary;™ and that he had 
found the agencies in control of utility 
rates “just as earnest as we are about 
keeping those costs down.” 

Under these circumstances the rea- 
sonable view appears to be that Con- 
gress by the term “public utilities” ex- 
empted those whose charges already 
were regulated as public utilities and 
hence were not probable sources of 
inflationary dangers. It may be and 
probably is the case that in its rate 
regulation the California Commission 
will take account of different factors 
and have different objectives than does 
the Federal Price Administrator. 
That might have appealed to Congress 
as a reason for not exempting utilities 
at all, but it hardly helps define the 
limits of the exemption, for that ob- 
jection is as cogent against what ad- 
mittedly is included as against that 
which is left in doubt. 

We think Congress desired to de- 
part from the traditional partitioning 
of functions between state and Federal 
government only so far as required 
to erect emergency barriers against in- 
flation. No question as to the power 
of Congress to reach and regulate 


this business, should it find it neces. 
sary to do so, has been raised here, 
But as matter of policy Congress may 
well have desired to avoid conflict or 
occasions for conflict between Federal 
agencies and state authority which are 
detrimental to good administration 
and to public acceptance of an emer- 
gency system of price control that 
might flounder if friction with public 
authorities be added to the difficulties 
of bringing private self-interest under 
control.” Where Congress has not 
clearly indicated a purpose to precip- 
itate conflict, we should be reluctant 
to do so by decision."* In view of as- 
surances to Congress that the evil 
would proceed only in a minor degree, 
if at all, from public utilities already 
under state price control, we think 
Congress did not intend, and certainly 
has given no clear indication that it 
did intend, to supersede the power of 
a state regulatory Commission, exer- 
cising comprehensive control over the 
prices of a business appropriately 
classified as a utility. Classification 
by California of the public warehouse 
business as a utility is not novel, sur- 
prising, or capricious. The regulation 
imposed is not merely nominal or 
superficial but appears to be penetrat- 
ing and complete. Therefore, we 





15 “Now, as to the utilities. There is, as the 
members are aware, an adequate set of regula- 
tions as to the charges which utility compa- 
nies can make. These, again, are based up- 
on a long series of judicial determinations, of 
state regulations and of state laws. It seemed 
to those drafting the bill that this was an area 
which was not likely to give difficulty or to 
cause, so far as they could see at that time, any 
inflationary trend. The bill is designed to con- 
trol an emergency inflationary situation and 
has left them out, just as it has transportation 
rates. There are questions peculiar to utilities 
and none of them, so far as I see at the present 
time, would make necessary further regulation 
by means of a price-control bill.” Id., pp 54, 
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; I have found that every one 0 
the agencies charged with these particula 


items of cost are just as earnest as we are 


about keeping those costs down.” Id., p 445} 
see the dissenting opinion of Chief Judge Vin 


son in the Emergency Court of Appeals 


(1943) 51 PUR(NS) 321, 137 F(2d) 201 
209. 


17 The National Association of Railroad and 


Utilities Commissioners has filed a b 


of their field of public regulation. 

18 Terminal R. Asso. v. Brotherhood o 
Railroad Trainmen (1943) 318 US 1, 87 L ed 
571, 47 PUR(NS) 500, 63 S Ct 420. 
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would have little hesitation in holding 
that petitioner’s public warehouse un- 
der the circumstances is a public utility 
within the exemption of the Price 
Control Act, but for certain practical 
objections to that interpretation, urged 
on behalf of the Administrator with 
an earnestness which deserves, in view 
of the difficulties and importance of 
his task, careful examination. 

[2, 3] 1. It is urged that if the 
status of an industry under state law 
is to be considered, the Administrator 
“would have to face the question 
whether the particular business con- 
cerned was sufficiently ‘affected with 
a public interest’ constitutionally to 
justify the type of legal obligation 
which the state imposes.” The argu- 
ment, in short, is that the Administra- 
tor would have to decide whether the 
state regulation is constitutional be- 


fore he should recognize it. We can- 
not give weight to this view of his 
functions, which we think it unduly 


magnifies. State statutes, like Fed- 
eral ones, are entitled to the presump- 
tion of constitutionality until their in- 
validity is judicially declared. Certain- 
ly no power to adjudicate constitution- 
al issues is conferred on the Adminis- 
trator. Collusion between a state and 
a favored industry to impose forms 
of local regulation as a shield against 
Federal control might be conceivable 
and if such a sham occurred the Ad- 
ministrator could perhaps challenge 
its effectiveness to support an exemp- 
tion. But it more nearly accords with 
experience to assume that an industry 
does not submit to price regulation 
until it has explored all possible con- 
stitutional objections and _ litigated 
hopeful ones. We think the Adminis- 
trator will not be remiss in his duties 


if he assumes the constitutionality of 
state regulatory statutes, under both 
state and Federal Constitutions, in the 
absence of a contrary judicial deter- 
mination. 

[4] 2. It also is objected that if 
we consider the status of an industry 
under state law, the Price Adminis- 
trator “would have to scrutinize and 
differentiate many kinds of franchises. 
Thus the Administrator, as an inci- 
dent to the task of price control, would 
be called upon to determine in any 
number of particular instances ques- 
tions of state law which require the 
most painstaking examination of stat- 
utes and decisions.” We are not pre- 
pared to deny that in some degree 
this will be true, for we do not hold 
that all warehouses, or even that all 
warehouses regulated in some aspects, 
come within the exemption. We think 
the Administrator will have to form 
judgments and that they will be judg- 
ments of some difficulty. Simplicity 
of administration is a merit that does 
not inhere in a Federal system of gov- 
ernment, as it is claimed to do in a 
unitary one. A Federal system makes 
a merit, instead, of the very local au- 
tonomy in which complexities are in- 
herent. Nor would the interpretation 
advocated by the Administrator avoid 
the necessity of ascertaining and con- 
sidering rights thought to be pos- 
sessed under local laws and not likely 
to be yielded readily. One effect of 
the Administrator’s interpretation 
would be to postpone study of local 
laws from consideration in connection 
with wise administration to the time 
of litigation, as in this case. Local 
institutions, customs, and policies will 
not be overridden without fighting for 
consideration. The existence and 


52 PUR(NS) 





UNITED STATES SUPREME COURT 


force and function of established in- 
stitutions of local government are al- 
ways in the consciousness of lawmak- 
ers and, while their weight may vary, 
they may never be completely over- 
looked in the task of interpretation. 
At a time when great measures of 
concentration of direction are con- 
cededly necessary, it may be thought 
more farsighted to avoid paralyzing 
or extinguishing local institutions 
which do not seriously conflict with 
the central government’s place. Con- 
gress has given no indication that it 
would draw all such state authority 
into the vortex of the war power. 
Nor should we rush the trend to cen- 
tralization where Congress has not. 
It could never be more appropriate 
than now to heed the maxim re- 
iterated recently by the court that 
“the extension of Federal control in- 
to these traditional local domains is a 


‘delicate exercise of legislative policy 
in achieving a wise accommodation 
between the needs of central control 
and the lively maintenance of local in- 


999 


stitutions. Yonkers v. United 
States, No. 109, October Term, 
1943, decided January 3, 1944 [— 
US —, — L ed —, 64 S Ct 327]; 
Palmer v. Massachusetts (1939) 308 
US 79, 84, 84 L ed 93, 97, 31 PUR 
(NS) 242, 60 S Ct 34, 41 Am Bankr 
Rep(NS) 134. At least in the absence 
of a congressional mandate to that 
effect, we cannot adopt a rule of con- 
struction, otherwise unjustified, to re- 


lieve Federal administrators of what 
we may well believe is a substantial 
burden but one implied by the terms 
of the legislation when viewed against 
the background of our form of gov- 
ernment. 

[5] 3. It also is contended that anj 
interpretation must prevail as matter 
of principle which will give the ex- 
emption a general and uniform opera- 
tion in all states irrespective of local 
law . It is, of course, true that uniform 
operation of a Federal law is a de- 
sirable end and, other things being 
equal, we often have interpreted stat- 
utes to achieve it.” But in no case 
relied upon did we achieve uniformity 
at the cost of establishing overlapping 
authority over the same subject mat- 
ter in the state and in the Federal gov- 
ernment. When we do at times adopt 
for application of Federal laws with- 
in a state a rule different from that 
used by a state in administering its 
laws, the two rules may subsist with- 
out conflict, each reigning in its own 
realm. It is a much more serious] 
thing to adopt a rule of construction, 
as we are asked to do here, which 
precludes the execution of state laws 
by state authority in a matter normally 
within state power. The great body 
of law in this country which controls 
acquisition, transmission, and trans- 
fer of property, and defines the rights 
of its owners in relation to the state 
or to private parties, is found in the 
statutes and decisions of the state. 





19 The Administrator cites Board of Trade 
v. Johnson (1924) 264 US 1, 68 L ed 533, 44 
S Ct 232, 2 Am Bankr Rep (NS) 528; Lyeth 
v. Hoey (1938) 305 US 188, 83 L ed ‘119, 59 
S Ct 185, 119 ALR 410; Morgan v. Commis- 
sioner of Internal Revenue (1940) 309 US 78, 
84 L ed 585, 60 S Ct 424; Jerome v. United 
States (1943) 318 US 101, 104, 87 L ed 640, 
643, 63 S Ct 483. See also Deitrick v. Greaney 
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(1940) 309 US 190, 84 L ed 694, 60 S Ct 480; 
D’Oench, D. & Co. v. Federal Deposit Ins. 
Corp. (1942) 315 US 447, 470, 86 L ed 956, 
968, 62 S Ct 676; Sola Electric Co. v. Jeffer- 
son Electric Co. (1942) 317 US 173, 176, 87 
L ed 165, 168, 63°-S Ct 172; Clearfield Trust 
Co. v. United States (1943) 318 US 363, 87 
L ed 838, 63 S Ct 573. 
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The custom of resorting to them to 
sive meaning and content to Federal 
statutes is too old and its use too diver- 
ified to permit us to say that consid- 
gations of nationwide uniformity 
must prevail in a particular case over 
im our judgment that it is out of harmony 
with other objectives more important 
0 the legislative purpose.” What 
content we should give to the exemp- 
ion in the case of a conventional util- 
ity not subject to a state regulatory 
tatute or subject only to partial reg- 
Wlation is, of course, not before us. 

[6] 4. Lastly, it is contended that 
we should accept the Administrator’s 
fiew in deference to administrative 
onstruction. The administrative rul- 
ng in this case was no sooner made 
han challenged. We cannot be cer- 
hin how far it was determined by the 
msiderations advanced, mistakenly 


we think, in its defense in this case. 
thas hardly seasoned or broadened 
mto a settled administrative practice. 
f Congress had deemed it necessary 


ator’s order should in effect be final 
nconstruing the scope of the national 
rice-fixing policy, it would not have 
wn at a loss for words to say so. 
Ne do not think it should overweigh 
ne considerations we have set forth 
8 to the proper construction of the 


[7] We hold that the petitioner’s 
business is that of a public utility with- 
in the exemption of the act, and the 
judgment below is accordingly re- 
versed. 


Mr. Justice Douctas, with whom 
Mr. Justice BLack and Mr. Justice 
MurpHY concur, dissenting: 

I think the present decision places 
an unwarranted burden on those who 
are waging the present war against in- 
flation. The act exempts from Fed- 
eral price control the “rates charged 
by any common carrier or other pub- 
lic utility.” Section 302(c). The 
Administrator has accordingly grant- 
ed exemptions to enterprises furnish- 
ing the public with gas, electricity, 
water, light, heat or power, and tele- 
phone and telegraph services. That 
group embraces those _ enterprises 
which together with common carriers 
were traditionally included in the 
category of a “public utility.” It 
should not be expanded by interpreta- 
tion to include the filigree variety 
with which we are now concerned. 

The purpose of the act is to pro- 
vide an instrument for national con- 
trol of the inflationary forces set loose 
by the war. The need for uniformity 
in the enforcement of the act is acute— 
to avoid inequality in burden and 





"See Mangus v. Miller (1942) 317 US 178, 
1L ed 169, 63 S Ct 182, 51 Am Bankr Rep 
INS) 136; Corn Exch. Nat. Bank & Trust 


1819, 821, 36 S Ct 417; Crooks v. Harrelson 
930) 282 US 55, 75 L ed 156, 51 S Ct 49; 
lair v. Commissioner of Internal Revenue 
1937) 300 US 5, 81 L ed 465, 57 S Ct 330; 
idvering v. Fuller (1940) 310 US 69, 74, 


L ed 1082, 1084, 60 S Ct 784; Helvering 


v. Stuart (1942) 317 US 154, 87 L ed 1%, 
63 S Ct 140 (taxation) ; McClaine vy. Rankin 
(1905) 197 US 154, 49 L ed 762, 25 S Ct 410, 
3 Ann Cas 500; Rawlings v. Ray (1941) 312 
US 96, 85 L ed 605, 61 S Ct 473 (statute of 
limitations) ; Brown v. United States (1923) 
263 US 78, 68 L ed 171, 44 S Ct 92 (con- 
demnation) ; New York, C. & St. L. R. Co. v. 
Frank (1942) 314 US 360, 364-366, 86 L ed 
277, 281, 282, 62 S Ct 258 (railroad consolida- 
tion) ; United States v. Oklahoma Gas & E. 
Co. (1943) 318 US 206, 87 L ed 716, 63 S Ct 
534; Jackson County v. United States (1939) 
308 US 343, 84 L ed 313, 60 S Ct 285. 
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sacrifice; to weigh the odds for suc- 
cess as heavily as possbile on the side 
of the public interest. The other ex- 
emptions in the act apply uniformly 
throughout the country—wages, in- 
surance rates, theater admissions, fees 
for professional services, and the like. 
If the “public utility” exemption is 
confined to the traditional classes of 
utilities, substantial uniformity will 
be obtained as they are almost uni- 
versally subject to rate regulation in 
the states. But under the view taken 
by the court warehouses will be exempt 
in some states but not in others. The 
same will be true of wharves and 
docks, slaughterhouses, public mar- 
kets, cotton gins, and what not. And 
even in the same state there will be 
exemptions for some warehouses but 
not for others. This dependence of 


exemptions on the vagaries of state 


law would be quite understandable if 
the Federal act were designed to mesh 
with state control—Federal control 
being interposed to take up where state 
regulation was impossible or ineffec- 
tive, as in various types of public 
utility regulation. Then there would 
be a great need in view of our Federal 
system to preserve as much local au- 
tonomy as possible. The same would 
also be true where only a partial over- 
riding of state controls was necessary 


to reach the limited Federal objective, 
But the war against inflation is a grim 
affair calling for quite different re. 
quirements. It cannot be waged along 
those traditional lines. The luxuries 
of peacetime arrangements do not 
always fit the exigencies of this war 
emergency. Nor do the state rate- 
regulations in question supplement the 
Federal system. They override it. 
And standards which they prescribe 
are not the standards for price-fixing 
under the present act. The conven- 
tional power to fix rates is governed 
by criteria quite different from those 
which control the Administrator’s ac- 
tion. He is to fix those maximum 
prices which “will be generally fair 
and equitable and will effectuate the 
purposes of this act.” Section 2(a). 

Every exception read into the act 
creates another point of leakage, 
multiplies the task of enforcement, 
and creates a favored class of busi- 
nesses. I Would not read the act 
with such a hostile eye. Where two 
interpretations are possible I would 
take the one which avoids those re- 
sults. The choice between the “let- 
ter” and the “spirit” is an ancient one 
even in the law. See Radin, A Short 
Way with Statutes, 56 Harvard 
Rev 388. In this case I think the 
wrong choice has been made. 
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FEDERAL COMMUNICATIONS COMMISSION 


Re American Telephone & Telegraph 
Company et al. 


P-31, Docket No. 6256 
January 25, 1944 


ROCEEDING to determine whether authorization is required 
Pinder § 214(a) of the Federal Communications Act for 
establishment and operation of carrier systems on existing 
conductors; authorization held to be required and proceeding 

terminated. 


Telephones, § 2 — Meaning of “lines” — New channels of communication — Ex- 
isting wires. 
1. New channels of telephone communication produced by the use of car- 
rier systems on existing conductors constitute “lines” within the meaning 
of 4 214(a) of the Federal Communications Act, 47 USCA § 214(a), 
p. 79. 
Telephones, § 2 — What constitutes new construction — Establishment of addi- 
tional communication channels. 
2. Establishment of additional channels of telephond communication on 
existing conductors constitutes new construction, within the meaning of the 
last proviso clause of § 214(a) of the Federal Communications Act, 47 
USCA § 214(a), where the project is one of great magnitude requiring 
extensive engineering and planning, involving heavy expenditures, and re- 
sulting in a new type of telephone system which provides a substantial 
amount of additional capacity and requires a substantial amount of con- 
struction in providing new wire lengths, buildings, and other structures, 
and involves extensive construction work, p. 80. 


Certificates of convenience and necessity, § 53.4 — When required — Federal 
Communications Act — Carrier systems on existing conductors. 


3. Authorization from the Commission is required, under § 214(a) of the 
Federal Communications Act, 47 USCA § 214(a), for the establishment 
and operation of carrier systems on existing conductors to provide addi- 
tional facilities for interstate telephone communication, p. 80. 


> 


APPEARANCES: A. J. McBean and 
Stephen H. Fletcher, on behalf of the 
American Telephone and Telegraph 
Company and New York Telephone 
Company; Elizabeth C. Smith, on be- 
half of the Federal Communications 
Commission. 


By the Commission: This proceed- 
ing was instituted by the Commission 
by order dated January 13, 1942, to 
determine whether an authorization 
from the Commission is required un- 
der § 214(a) of the Communications 
Act of 1934, 47 USCA § 214(a), as 
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amended, for the establishment and 
operation of carrier systems on exist- 
ing conductors providing additional 
‘facilities for interstate communica- 
tion. It had come to the Commis- 
sion’s attention that various carriers 
subject to the Communications Act 
were providing such additional facili- 
ties without obtaining from the Com- 
mission authority under § 214(a) of 
the act. An example of such prac- 


tice, involving the establishment and. 


operation by American Telephone and 
Telegraph Company and New York 
Telephone Company? of carrier sys- 
tems on existing conductors between 
New York city and Boston, was se- 
lected as a case which would provide 
a typical factual background upon the 
basis of which the Commission could 
determine whether the establishment 
and operation of such systems required 
authorization from the Commission 
under § 214(a). Accordingly, A. T. 
& T. and New York were made par- 
ties respondent to the proceeding and 
were directed to show cause why au- 
thorization from the Commission 
was not required for the construction 
and operation of their carrier systems 
between New York city and Boston. 
On February 14, 1942, respondents 
filed an answer to the show cause pro- 
visions of the order, alleging that prior 
authorization is not required for such 
construction and operation. Hearings 
were held before Commissioner Walk- 
er in March, 1942, and thereafter re- 
spondents filed proposed findings of 
fact and conclusions. 

On March 6, 1943, § 214 of the 
Communications Act was amended. 


The facts presented at the hearings 
in these proceedings, however, indicate 
in detail the methods followed in es- 
tablishing carrier systems, and there- 
fore may be referred to in determining 
the application of § 214, as amended, 
to the establishment and operation of 
carrier systems. Section 214(a), in 
its present form, provides as follows: 

“No carrier shall undertake the 
construction of a new line or of an 
extension of any line, or shall acquire 
or operate any line, or extension 
thereof, or shall engage in transmis- 
sion over or by means of such addi- 
tional or extended line, unless and un- 
til there shall first have been obtained 
from the Commission a certificate that 
the present or future public conven- 
ience and necessity require or will re- 
quire the construction, or operation, or 
construction and operation, of such 
additional or extended line: Provid- 
ed, That no such certificate shall be 
required under this section for the 
construction, acquisition, or operation 
of (1) a line within a single state 
unless such line constitutes part of 
an interstate line, (2) local, branch, 
or terminal lines not exceeding 10 
miles in length, or (3) any line ac- 
quired under §§ 221 or 222 of this act: 
Provided further, that the Commis- 
sion may, upon appropriate request 
being made, authorize temporary or 
emergency service, or the supplement- 
ing of existing facilities, without re- 
gard to the provisions of this section. 
No carrier shall discontinue, reduce, 
or impair service to a community, or 
part of a community, unless and until 
there shall first have been obtained 





1 Hereafter respectively referred to as “A. 
T. & T.” and “New York.” A. T. & T. and 
New York are common carriers furnishing in- 
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from the Commission a certificate that 
neither the present nor future public 
jonvenience and necessity will be ad- 
versely affected thereby; except that 
he Commission may, upon appropri- 
hte request being made, authorize 
lmporary or emergency discontinu- 
ince, reduction, or impairment of serv- 

e, or partial discontinuance, reduc- 
ion, or impairment of service, with- 
wit regard to the provisions of this 
ection. As used in this section the 
erm ‘line’ means any channel of com- 
munication established by the use of 
propriate equipment, other than a 
iannel of communication established 
bly the interconnection of two or more 
xisting channels: Provided, how- 
ver, that nothing in this section shall 
be construed to require a certificate or 
her authorization from the Com- 
mission for any installation, replace- 
ment, or other changes in plant, opera- 
ion, or equipment, other than new 
struction, which will not impair 
he adequacy or quality of service 
provided.” 

The questions thus presented are 
whether carrier systems constitute 
lines” as defined in § 214(a) and 
hether the steps taken in establish- 
Ng carrier systems constitute “new 
wnstruction” within the meaning of 
he last proviso clause in § 214(a). 

e facts presented at the hearing 
ill be referred to herein as illustra- 
ive of the nature of carrier system 
tonstruction and operation in order 
0 determine the questions pre- 
ented. 

Prior to 1940, A. T. & T. and New 
York owned and operated wire lines 
xtween New York city and Boston, 
sisting in part of underground 
ables which were used to handle inter- 


state telephone traffic. The volume of 
the traffic handled over this route had 
been increasing, and in 1939 it be- 
came evident to the respondents that 
the facilities in operation between New 
York city and Boston would soon be- 
come inadequate to handie the traffic 
load. In order to provide the needed 
additional capacity, respondents had 
the alternatives of installing additional 
cables between New York city and 
Boston or of establishing carrier sys- 
tem operation over this route. Either 
method would provide the additional 
needed capacity; but since the estab- 
lishment of carrier systems would pro- 
duce this result at less expense than 
the installation of an additional cable, 
the former method was selected; and 
in 1940-41, either carrier systems 
were established on existing conduc- 
tors over the New York-Boston 
route. 

Various types of carrier systems are 
in current use by the Bell System. 
These types of systems are fundamen- 
tally similar, differing chiefly with re- 
spect to the capacity obtained and the 
number and kind of wires utilized. 
The carrier system applied by re- 
spondents over the New York-Boston 
route was the “Type K” system. Un- 
der this system, the currents from 
twelve separate telephones are carried 
by separate wires to modulators and 
filters at the transmitting terminal. 
The speech currents of the twelve 
separate conversations coming up to 
the carrier terminal modulate the 
twelve individual frequencies em- 
ployed in the “K”’ carrier system. The 
modulated frequencies commingled but 
not combined, are conducted or guided 
along the wires to which the carrier 
system is applied. A pair of such fre- 
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quencies ® one in each direction, thus 
constitutes a distinct communication 
path for an individual telephone con- 
versation. At the receiving terminal, 
filters and demodulators separate out 
the twelve currents in their original 
form. The twelve separate currents 
are then carried by separate wires to 
twelve other telephones. Thus, by 
means of a carrier system, twelve con- 
versations can be carried on simul- 
taneously over four wires which other- 
wise would, in and of themselves, pro- 
vide only for two simultaneous con- 
versations. 

Prior to the establishment of car- 
rier systems over the Boston-New 
York route, the wires on that route 
were equipped for voice frequency 
phantom group operation. In order 
to provide the carrier system, it was 
necessary to remove the voice fre- 
quency equipment from the wires to 
be used for carrier operations. Such 
equipment, including loading coils con- 
nected with the wires at intervals of 
6,000 feet, repeaters located at five 
points along the route, and terminal 
equipment was removed from 40 pairs 
of wires (20 pairs in each of 2 parallel 
cables), thus providing conductors for 
20 Type K carriers systems. The re- 
moval of this equipment interrupted 
the continuity of the wires at approxi- 
mately 374 locations and required the 
disconnected sections of the wire to 
be spliced together at these locations. 


Out of the 40 pairs of wire con- 
ductors which had thus been made 


available for carrier operation, re 
spondents initially utilized only 16 
pairs of wires to provide 8 Type 

carrier systems. The terminals 0 
these wires are equipped at New York 
and Boston with modulators, demod 
ulators, filters, carrier supply equip 
ment, terminal repeaters, cross-talk 
balancing coils, and other equipmen 
required for carrier operation. The 
broad band of frequencies employed 
in carrier operations required installa 
tion of particular types of intermediate 
repeaters for amplification of the cur: 
rent, and such repeaters had to bh 
placed at more frequent intervals along 
the route than under the former voic 
frequency type of operation. Four. 
teen intermediate repeater station: 
were provided along the route. Sij 
of these stations were housed in exis 
ing buildings, but it was necessary t 
construct eight new buildings to hous 
the remaining repeaters and associate 
equipment. Respondents also lai 
more than 2 miles of cable in condui 
to connect these 8 new repeate 
stations with the main cable, and bui 
5 new manholes on existing co 
duit systems and constructed approx 
mately 5,000 duct feet of new co 
duit. In addition, at each of the 1 
intermediate repeater points, respond 
ents transposed the carrier pairs 0 
wires from one cable to another, inté 
grating the wires in two parall 
cables along the route. The estimated 
aggregate cost of the 8 carri¢ 
systems thus provided approximate 





2 These pairs of frequencies are each about 
4,000 cycles wide. The 12 channels of the 
“K” carrier system occupy a total band width 
of 48,000 cycles, located between 12,000 and 
60,000 cycles. 

8In voice frequency operation, the frequen- 
cies of the currents carried over the wires are 
within the voice range, a band which generally 
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does not exceed 3,500 cycles. In voice freque 
cy operation, conversation may be carried 4 
over one pair of wires. In voice frequen 
phantom operation, certain terminal equi 
ment applied to two pairs of wires perm 
three simultaneous conversations to be Ca 
ried on through provision of an additior 
channel. 
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$1,000,000, exclusive of the cost of 
the existing wire conductors and other 
plant. 

Respondents took the position that 
the term “line” as used in § 214(a) of 
the Communications Act means a sys- 
tem of wires on a given route, or at 
the most, a wire or a pair of wires. 
They stated that by constructing car- 
rier systems along the Boston-New 
York route, they had not increased 
the number of wires along such route, 
but had derived additional circuits or 
channels of communication from ex- 
isting wires. Respondents urged that 
authorization under § 214 is necessary 
only when new wires are constructed 
od not when new channels of com- 
munication are obtained without in- 
creasing the number of wires. The 
Bell System companies also urged this 
view upon the subcommittees of Con- 
sress when the recent amendment * of 


§ 214 was under consideration. They 
stated that under the Commission’s 
interpretation of the section, author- 
ation was required in cases where 


the companies, by use of suitable 
equipment, were able to increase the 
number of conversations which could 
te carried on simultaneously without 
the addition of new wires. To prevent 
application of such an interpretation, 
they recommended to the Senate sub- 
committee® that “line” as used in 
§ 214 be defined as meaning a pole 
ine with its associated wires or cables, 
ot a wire or wires. A substantially 
imilar definition was recommended 
ty the companies to the House sub- 
tommittee.© There was also present- 


ed to the House subcommittee a letter 
from the Commission to A. T. & T. 
requesting that application under § 214 
be made for the proposed construction 
of certain designated toll telephone 
facilities by means of carrier equip- 
ment. The foregoing recommenda- 
tions made by the Bell System Com- 
panies were not accepted. Instead, 
Congress specifically defined “line,” 
as used in § 214, as meaning “any 
channel of communication established 
by the use of appropriate equipment, 
other than a channel of communica- 
tion established by the interconnection 
of two or more existing channels.” 
As Senator McFarland stated on the 
floor of the Senate “this definition 
conforms in substantial degree with 
the definition heretofore exercised by 
the Commission.” He also pointed 
out that “the tremendous scientific ad- 
vance in communication has outmoded 
the old belief that a line is a copper 
wire strung on poles.”’” 

[1] There can be no doubt that 
the carrier system provided over the 
New York-Boston route resulted in 
new channels of communication estab- 
lished by the use of appropriate equip- 
ment. Respondents themselves ex- 
plicitly recognized that each carrier 
systems between New York city and 
Boston produced twelve new “cir- 
cuits” or “channels,” taking this posi- 
tion in the proceeding herein prior to 
the time that Congress defined “line” 
as meaning “any channel of communi- 
cation.” It is also clear that the chan- 
nels of communication produced by 
carrier systems are not established by 





Public Law No. 4, 78th Cong. First Sess. 
fective March 6, 1943. 

5 Hearings on S. 2445 before Subcommittee 
of Senate Committee on Interstate Commerce, 
April 23, 1942, pages 71-78. 


6 Hearings on S. 2598 before Subcommittee 
of the House Committee on Interstate and 
Foreign Commerce, July 21, 1942, pages 34-50. 

7 Cong. Rec. 78th Cong. Ist Sess. p. 1093. 
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the “interconnection of two or more 
existing channels.” When channels 
are produced by the interconnection 
of existing channels, a longer channel 
may result, but the number of chan- 
nels at any cross-section of the route 
is not increased. In the situation de- 
veloped in this proceeding, however, 
the number of channels at any cross- 
section of the route was substantially 
increased. Ninety-six channels were 
derived from sixteen pairs of wires, 
producing channels which had not pre- 
viously existed. This result was 
achieved not by interconnecting exist- 
ing channels, but by the removal of 
the equipment used in voice fre- 
quency operation and the incorpora- 
tion into the cable system between 
New York city and Boston of a sub- 
stantial amount of appropriate carrier 
equipment. We find and conclude 
that the channels of communication 
produced by the use of carrier systems 
constitute “lines” within the meaning 
of § 214(a) of the Communications 
Act of 1934, as amended. 

[2] Under our previous findings, 
authorization should be obtained from 
the Commission before additional 
channels of interstate communication 
are established by means of carrier 
systems, provided that the establish- 
ment of these additional channels con- 
stitutes ‘new construction” within the 
meaning of the last proviso clause of 
§ 214(a) of the act. As has been 
found above, the establishment of the 
8 Type K carrier systems involved 
in this proceeding required the laying 
of approximately 2 miles of new cable 
in conduit; the construction of about 
5,000 duct feet of new conduit, and 


of 5 new manholes; the erection of 
8 new buildings; the severance and 
resplicing of wires at approximately 
374 locations; the transposition of 
wires from one cable to another; the 
removal of extensive equipment from 
various buildings along the route and 
from the two terminals; the addition 
of new equipment at the terminals 
and at fourteen points along the route, 
and the integration of this new equip- 
ment with the wire conductors; and 
the modification of existing building 
in order to house the new equipment 
thus provided. The project thus car 
ried out was one of great magnitude 
requiring extensive engineering and 
planning, involving heavy expendi 
tures, and resulting in a new type of 
telephone system which provided 2 
substantial amount of  additiona 
capacity. Neither the wire conductors 
alone nor the carrier equipment alond 
would provide the channels established 
by the integration of carrier equip 
ment with wire conductors into 3 
single functioning unit. The estab 
lishment of carrier systems over the 
New York-Boston route, which wé 
consider as typical of other carrie 
systems, required a substantial amoun 
of construction in providing new wir 
lengths, buildings, and other struc 
tures, and involved extensive construc 
tion work in removing voice frequency 
equipment and providing carrie 
equipment. We find and conclud 
that the changes in plant and equip 
ment involved in providing carrie 
systems constitute “new construction 
within the meaning of the last pro 
viso clause of § 214(a).® 


[3] It follows from the foregoin: 





8 The Statement of the Managers on the 
Part of the House accompanying the confer- 
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that the requirements of § 214 with 
respect to the obtaining of prior au- 
thorization apply to the construction 
and operation of carrier systems. 
This is in keeping with the purposes 
of that section as related to the in- 
creasing importance of carrier systems 
as a method of providing channels of 
interstate communication. One of the 
purposes of § 214 is to prevent im- 
provident increases in facilities, with 
consequent higher charges to the users 
of the service.? The establishment 
of carrier systems, involving substan- 
tial expenditures, is an increasingly 
important means of providing new 
facilities and is being used extensively 
in lieu of constructing new wires. 
Channels created by carrier systems 
of A. T. & T. increased about 255 
per cent during the 10-year period 
ending December 31, 1941. Approxi- 
mately half of this increase was in the 
year 1941 alone, at which time car- 
rier channels represented approximate- 
ly 40 per cent of the total message 
toll telephone channels of A. T. & T.”® 


It would be anomalous to exclude 
from the scope of § 214 a method of 
providing communication channels as 
significant as the carrier method and 
to interpret such section as limited to 
the provision of new channels by 
means of additional wires. 

We, therefore, conclude that the 
construction or operation of carrier 
systems used jor interstate™ or 
foreign communication by any carrier 
subject to the provisions of § 214,” 
without prior application to, and au- 
thorization from, this Commission, 
constitutes a violation of § 214, as 
amended. Accordingly, all such car- 
riers shall make application to, and 
obtain authorization from, this Com- 
mission for all pending or future con- 
struction of carrier systems to be 
operated in interstate or foreign com- 
munication. With the view to a com- 
plete enforcement of this seciton, the 
Commission will adopt appropriate 
measures requiring all such carriers 
to supply full information concerning 
carrier construction projects on which 





as amended, would not require a certificate of 
public convenience and necessity in those cases 
where no new construction was involved, and 
cited as an example the providing of addition- 
al circuits installing carrier equipment. It 
is believed, however, that € was no inten- 
tion to exclude the installation of entire car- 
rier systems involving new construction. In 
this connection, Senator McFarland made it 
clear in a subsequent statement on the Senate 
floor that the proviso concerning “new con- 
struction” was not intended to relieve the car- 
riers from the necessity of obtaining author- 
ization before making major installations. He 
said that “it is not intended that this proviso 
shall permit communication carriers to make 
major installations or abandonments, or to 
modify existing installations to a degree that 
service is affected without first going to the 
government regulatory agency for the author- 
izations duly provided by law.” (Cong. Rec. 
78th Cong. ist Sess. p. 1093.) The Commis- 
sion believes that the provision of ninety-six 
new communication channels by means of the 
procedures above described, involving the ex- 
penditure of about $1,000,000, constitutes a 
major installation affecting service. 


[6] $1 


®Speaker Rayburn, then Chairman of the 
Committee on Interstate and Foreign Com- 
merce of the House of Representatives and in 
charge of the legislation which was afterwards 
enacted as the Communications Act of 1934, in 
explaining the purpose of the section said: 
“This § (214) is designed to prevent useless 
duplication of facilities with consequent higher 
charges upon the users of the service.” (Cong. 
Rec. p. 10314, 73rd Cong. 2nd Sess.). 

10 The annual report to stockholders for the 
year 1942 of the American Telephone and Tel- 
egraph Company states: “Some 2,500,000 
miles of toll and long-distance circuits were 
added during 1942, 80 per cent of which were 
obtained by the installation of carrier systems. 


11See Re Southwestern Bell Teleph. Co. 
(Docket No. 4495) 6 FCC 529, 26 PUR(NS) 
304, for a determination by this Commission 
of what constitutes “part of an interstate line” 
within the meaning of § 214. 

12 See § 2 of the Communications Act of 
1934, as amended, and particularly paragraph 
(b) (2) thereof. 
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application requesting Commission au- 
thorization has not been made. 


The proceeding is hereby terminat- 
ed. 





FEDERAL POWER COMMISSION 


Re First Iowa Hydro-Electric Cooperative 


Project No. 1853, Opinion No. 110 
January 29, 1944 
PPLICATION for license under Federal Power Act to author- 
L \ ize construction and operation of power development; 
dismissed. 


Water, § 20.3 — Federal license — Compliance with state requirements. 
An application for a license under the Federal Power Act to authorize 
the construction and operation of a power development must be dismissed 
when the applicant fails to meet the requirements of § 9(b) of the Federal 


Power Act, 16 USCA § 802(b), 


which requires submission to the Com- 


mission of satisfactory evidence that the applicant has complied with state 
laws, although the applicant contends that the state statute is invalid and 
that compliance is impossible because the project involves a diversion of 
water from a river not permitted by the state law. 


¥ 


APPEARANCES: For the applicant: 
Andrew G. Haley, Washington, D. C., 
Howard P. Eckerman, Davenport, 
Iowa, Ralph A. Thompson, Muscatine, 
Iowa, Irvin Schlesinger, Des Moines, 
Iowa, George B. Porter, Washington, 
D. C., and Herbert G. Thompson, 
Muscatine, Iowa; and joining in the 
brief: John Connolly, Jr., Des 
Moines, Iowa. For the Federal Pow- 
er Commission: Willard W. Gatchell 
and W. A. Whittlesey, Washington, 
D. C. For the Intervenor, state of 
Iowa: Floyd Philbrick, Des Moines, 
Towa, and G. H. Clark, Jr., Ames, 
Iowa; and joining in the brief: 
John M. Rankin, Des Moines, Iowa. 
For the Iowa Electric Light and Pow- 
er Company, participant: Frank C. 
Byers, Cedar Rapids, Iowa. For the 
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Iowa-Illinois Gas and Electric Com- 
pany, brief participant: Don Barnes, 
Cedar Rapids, Iowa. Representatives 
of protestants and of other interested 
individuals or organizations: A. A. 
Couch, President of the State Federa- 
tion of Labor, a participant on behalf 
of the applicant. For the National 
Coal Association, protestant: Marc 
G. Bluth, Chicago, IIl., and James W. 
Haley, Washington, D. C. For 
Northern Illinois Coal Trade Associa- 
tion and Middle States Fuels, Inc., 
protestants: A. J. Christiansen, 
Chicago, Ill. For Progressive Mine 
Workers of America: John P. Mad- 
den, Carlinville, Ill. For Coal Trade 
Association of Indiana: Harold V. 
Scott, Traffic Manager, Terre Haute, 
Ind. For Illinois Coal Traffic Bureau: 
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Harry A. Rozene, Chicago, Ill. For 
Iowa Southern Utilities Company of 
Delaware, protestant: Robert Va- 
lentine, Centerville, Iowa. For Order 
of Railway Conductors, protestant: 
W. H. Jeffries, State Legislative Rep- 
resentative. For Brotherhood of 
Railroad Trainmen, protestant: C. 
G. Brandow, State Legislative Rep- 
resentative. For Brotherhood of Lo- 
comotive Engineers, protestant: J. 
W. Snyder. For Brotherhood of 
Locomotive Firemen and Enginemen, 
protestant: T. L. Tollefson. For 
Iowa Division of the Isaak Walton 
League of America, objector: H. C. 
Beard, Des Moines, Iowa. For the 
Iowa Coal Institute: Hugh W. 
Lundy, Albia, Iowa, and John M. 
Drabelle, Cedar Rapids, Iowa. For 
District 13 Iowa, United Mine Work- 
ers: Dave Crowe, Albia, Iowa. For 
Frank O. Lowden, James E. Gorman, 
and Joseph B. Fleming, Trustees of 
the Estate of the Chicago, Rock 
Island and Pacific Railway Company: 
A. B. Howland, Des Moines, Iowa. 
For American Telephone & Telegraph 
Company: P. C. Elvis, Chicago, Il. 
For Iowa State Highway Commis- 
sion: Fred R. White, Chief En- 
gineer, and G. H. Clark, Jr., General 
Counsel. For Iowa State Conserva- 
tion Commission, objectors: Fred 
Schwob, Dr. R. M. Bailey, and E. B. 
Speaker, of the Commission, Fred 
Poyneer, Commissioner, Floyd Phil- 
brick, First Assistant Attorney Gen- 


eral. For Iowa State Building 
and Construction Trades Council: 
B. R. Ferris, G. A. Elliot, and G. A. 
Baldus For ninety-seven farmers liv- 
ing adjacent to proposed site: George 
Corriell. 


By the Commission: This matter 
is before us upon an application filed 
on August 11, 1941, by First Iowa 
Hydro-Electric Cooperative for a li- 
cense under the Federal Power Act to 
authorize the construction and opera- 
tion of a power development on the 
Cedar river in Muscatine and Cedar 
counties, Iowa, and extending to the 
Mississippi river north of Muscatine. 
Supplements to the application have 
been filed to modify the project in 
certain particulars.’ 


The Project 


The project as now proposed would 
consist of an 8,300-foot dam across 
the Cedar river approximately 21 
miles upstream from its confluence 
with the Iowa river, with a 15,000- 
foot dike on the western bank of the 
river; a reservoir of approximately 
11,000 acres; a diversion canal lead- 
ing from the main reservoir in a 
southeasterly direction to a reservoir 
created by construction of a dam 
across Mad creek, an additional length 
of canal from the Mad creek reservoir 
to a small reservoir or forebay created 
by the construction of a dam across 
Geneva creek; a powerhouse having 
four turbo-generating units with an 





1 Additionally, the Codperative filed a dec- 
laration of intention (Docket No. DI-154) in 
January, 1940, for a run-of-river hydroelectric 
development to be located on the Cedar river 
at about the same location as the presently pro- 
posed development, but not extending to the 

. Mississippi river, and in April, 1941, this was 
supplemented to incorporate many of the fea- 
tures found in the present application. After 


an investigation, in the course of which the 
governor of the state of Iowa was invited to 
present his views, the Commission on June 3, 
1941, found that the Cedar river and the Iowa 
river, into which it flows, are navigable waters 
of the United States, and that the interests of 
interstate commerce would be affected by the 
proposed construction. 
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aggregate generating capacity of 70,- 
000 horsepower, together with ap- 
purtenant structures; and a dis- 
charge canal approximately 6,000 feet 
long running parallel to the Mis- 
sissippi river and discharging into 
the pool immediately below United 
States Dam No. 16 near Muscatine. 
The main reservoir on the Cedar 
river would flood certain islands to 
which title is held by the United 
States. 

As first presented, the plans of the 
applicant for developing the water re- 
sources of the Cedar river were nei- 
ther desirable nor adequate, but many 
important changes in design have 
been made.* The applicant has also 
agreed to certain modifications pro- 
posed by the Chief of Engineers of 
the War Department. The present 
plans call for a practical and reason- 
ably adequate development to utilize 
the head and water available, create a 
large storage reservoir, and make 
available for recreational purposes a 
considerable area now unsuitable for 
such use, all at a cost which does not 
appear to be unreasonable. 

Further changes in design may be 
desirable, but they are minor in char- 
acter and can be effected if the appli- 
cant is able to meet the other require- 
ments of the act. 


The Legal Issue Posed 


The state of Iowa (through its at- 
torney general) was granted leave to 
intervene in this proceeding and con- 
tends that the applicant has failed to 
comply with the requirements of § 9 
(b)*® of the Federal Power Act, 16 
USCA § 802(b), in that it has not 
obtained the approval of the state 
executive council of Iowa for con- 
struction of the project. 

Section 9(b) of the act requires 
that, before issuing a license, the 
Commission must be satisfied that the 
applicant has complied with the re- 
quirements of the laws of the state or 
states within which the proposed proj- 
ect is to be located with respect to bed 
and banks and to the appropriation, 
diversion, and use of water for power 
purposes, and with respect to the right 
to engage in the business of develop- 
ing, transmitting, and distributing 


power and in any other business neces- 
sary to effect the purposes of a license. 

It is pointed out by the state that 
§ 7767 of Chap 363 of the 1939 Iowa 
Code provides that no dam shall be 


constructed “in any navigable or 
meandered stream for any purpose, or 
in any other stream for 

power purposes, unless a 
permit has been granted by the Execu- 





2 Section 10(a) of the act, 16 USCA § 803 
(a), provides: 

“That the project adopted, including the 
maps, plans, and specifications, shall be such as 
in the judgment of the Commission will be 
best adapted to a comprehensive plan for im- 
proving or developing a waterway or water- 
ways for the use or benefit of interstate or 
foreign commerce, for the improvement and 
utilization of water-power development, and 
for other beneficial public uses, including rec- 
reational purposes; and if necessary in order 
to secure such plan the Commission shall have 
authority to require the modification of any 
project and of the plans and specifications of 
the preject works before approval.” 
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8 Section 9. “That each applicant for a li- 
cense hereunder shall submit to the Commis- 
sion. . . . (b) Satisfactory evidence that 
the applicant has complied with the require- 
ments of the laws of the state or states within 
which the proposed project is to be located 
with respect to bed and banks and to the ap- 
propriation, diversion, and use of water for 
power purposes and with respect to the right 
to engage in the business of developing, trans- 
mitting, and distributing power, and in any 
other business necessary to effect the purposes 
of a license under this act.” (See also § 27 
of the act.) 
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tive Council. .” Section 7771 
further provides that the State Execu- 
tive Council shall grant such permit if 
certain conditions are met, among 
which is a requirement that “any wa- 
ter taken from the stream in connec- 
tion with the project is returned there- 
to at the nearest practicable place 
without . being materially diminished 
in quantity. Es 

The applicant has not applied for a 
a permit from the State Executive 
Council with respect to the project as 
now proposed and contends that it is 
not required to obtain such permit in 
order to satisfy the requirements of 
§ 9(b) of the Federal Power Act. In 
support of this contention, the appli- 
cant asserts that since this project in- 
volves the diversion of water from the 
Cedar river to the Mississippi river, 
the conditions of § 7771 of the Iowa 
Code cannot be met and the council 


would be unable to issue a permit for 


this project. The applicant further 
contends that the Iowa statute is in- 
valid in so far as it would preclude the 
construction and operation of the proj- 
ect because the statute represents an 
undue interference by a state with the 
exercise of the Federal government’s 
authority over navigable waters of the 
United States. 


Conclusion 


We have given careful considera- 
tion to the conflicting contentions of 
the applicant and the state of Jowa 
with respect to the applicability and 
effect of the Iowa statutes in this pro- 
ceeding. But, as previously indicated, 
we are bound by the requirements of 
§ 9(b) of the Federal Power Act, 
which provides for submission to the 


Commission of satisfactory evidence 
that the applicant has complied with 
the state laws. The appropriate place 
for a determination of the validity of 
such state laws is in the courts and, if 
we dismiss the application for license 
on the basis of failure to comply with 
the requirements of § 9(b), applicant 
may seek review of our action and its 
contentions under § 313(b) of the 
Federal Power Act. 

An appropriate order in accordance 
herewith will be issued. 


ORDER 


Upon application filed August 11, 
1941, as later supplemented, by First 
Iowa Hydro-Electric Cooperative, 
with offices in Muscatine and Daven- 
port, Iowa, for license under the Fed- 
eral Power Act for a proposed power 
project to be located on the Cedar 
river in Muscatine and Cedar coun- 
ties, Iowa, and extending to the Mis- 
sissippi river north of Muscatine; 

For the reasons given, and the facts 
found in Opinion No. 110 adopted 
this date and made a part hereof by 
reference, the Commission finds that: 

The applicant has not presented sat- 
isfactory evidence, pursuant to § 9(b) 
of the Federal Power Act, of compli- 
ance with the requirements of ap- 
plicable laws of the state of Iowa re- 
quiring a permit from the State Ex- 
ecutive Council to effect the purposes 
of a license under the Federal Power 
Act, and the pending application, as 
supplemented, should be dismissed 
without prejudice ; 

It is ordered that: The pending ap- 
plication filed August 11, 1941, as 
supplemented, be and it is hereby dis- 
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missed without prejudice to renewal requirements of § 9(b) of the Federal 


aes a Accoun 
within one year upon satisfying the Power Act. 





UNITED STATES SUPREME COURT 


na Monat ao Le 2 De oe 6a 


Northwestern Electric Company et al. 
Y, 
Federal Power Commission 


Accour 
{ 


No. 195 
— US —, 88 Led —, 6&4 S Ct 451 
January 31, 1944 Accour 


ERTIORARI to United States Circuit Court of Appeals for the 
& Ninth Circuit to review decision against power companies 
attacking accounting order of Federal Power Commission; judg- 
ment affirmed. For lower court decision, see (1943) 48 PUR 
(NS) 65, 134 F(2d) 740, affirming (1940) 2 Fed PC 327, 
36 PUR(NS) 202, and (1942) 43 PUR(NS) 148. See also ane 
the earlier ruling (1942) 43 PUR(NS) 140, 125 F(2d) 882. Nua 


Accounting, § 3 — Powers of Federal Power Commission — Uniform system. petitio 


1. The Federal Power Commission has power to prescribe a uniform system Washi 
of accounts and to require a regulated company to keep accounts according- for re 

ly, p. 87. 
Accounting, § 3 — Powers of Federal Power Commission — Disposition of write- Mr. 
ups. opinio 
2. An order of the Federal Power Commission requiring the amount in the sert tt 
liability account Common Capital Stock, not representing money or property er Co 
received, to be transferred to Account 107, Electric Plant Adjustments, and thei 
to be disposed of by applying net income above preferred stock dividend a 
requirements to its elimination, does not go beyond the Commission’s statu- tem we 
tory mandate or constitutional limitations, p. 87. invali 
Accounting, § 56 — Disposition of write-up. imsen 
3. A write-up on the asset side of the accounts of a power company to bal- lation 
ance a stock liability created by the company in the same amount, which ments 


represents no value received for the stock issued, must be eliminated from [1, 
the accounts, p. 89. 
pany 


Appeal and review, § 28.2 — Decision of Federal Power Commission — Account- whos 
ing disposition. pee 
4. It is not for a court, reviewing an order of the Federal Power Commis- Short 
sion, to determine what is the better practice in eliminating a write-up from se 
asset accounts so long as the Commission has not plainly adopted an ob- weste 
viously arbitrary plan, p. 89. $100 
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Accounting, § 1.1 — Constitutional limitations — Disposition of write-up — Inter- 
ference with management — Cost and value of property. 

5. An order of the Federal Power Commission requiring disposition of a 
write-up is not open to constitutional objection on the ground that the pre- 
scribed accounting method interferes with the function of management, that 
the Commission’s action prevents the company from redressing a deficiency 
of paid-in capital by entering among its assets appreciation of value sub- 
sequent to the issue of common stock, or that if a holding company had 
purchased the assets of the company it might have been allowed to place 
among its assets on its own books the actual cost to it of the physical prop- 
erty of the subsidiary company, p. 89. 


Accounting, § 1.1 — Constitutional limitations — Rights of states. 


6. An order of the Federal Power Commission requiring the disposition of 
a write-up does not violate the reserved rights of the states under the Tenth 
Amendment to the Constitution, as the order does not purport presently to 
affect or constrain action by the states within their fields, p. 90. 


Accounting, § 3 — Powers of Federal Power Commission — Conflict with powers 
of Securities and Exchange Commission. 
7. Regulations of the Federal Power Commission requiring a subsidiary of 
a holding company to eliminate a write-up are not invalid as in conflict with 
the powers and regulations of the Securities and Exchange Commission, 
which also has regulatory power over the company, p. 90. 


> 





APPEARANCES: A. J. G. Priest, of 
New York city, argued the cause for 


petitioners; Charles V. Shannon, of 
Washington, D. C., argued the cause 
for respondent. 


Mr. Justice Roserts delivered the 
opinion of the court: Petitioners as- 
sert that an order of the Federal Pow- 
er Commission made pursuant to its 
authority to prescribe a uniform sys- 
tem of accounts for electric utilities is 
invalid because in excess of the Com- 
mission’s statutory power and in vio- 
lation of the Fifth and Tenth Amend- 
ments to the Constitution. 

[1, 2] Northwestern Electric Com- 
pany is an operating utility all of 
whose common shares are owned by 
American Power & Light Company. 
Shortly after organization North- 
western issued 100,000 shares of 
$100 par common stock to promoters. 


Later the transaction was entered on 
its books as “Land and Water Rights” 
with a corresponding credit to “Com- 
mon Capital Stock.” Northwestern 
received no cash or property for the 
stock so issued. The company pros- 
pered and its common stock became 
valuable. In 1925 American pur- 
chased all the common stock for $5,- 
095,946.48. In 1936 Northwestern 
was permitted by the regulatory au- 
thorities of the states of Oregon and 
Washington, in which it operates, to 
reduce the par value of its common 
stock from $100 to $35, thus reducing 
the outstanding common to $3,500,- 
000. This reduction was made in or- 
der that the stock might then represent 
the fair value of the company’s assets. 
Entries on the asset side were written 
down $6,500,000 to offset the reduc- 


tion in common stock liability. 
Acting under § 301(a) of the Fed- 
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eral Power Act of [August 26] 1935? 
the Commission prescribed a uniform 
system of accounts for utilities and 
ordered reclassification of their elec- 
tric plant accounts with necessary ad- 
justing entries to reflect such new 
classification as of January 1, 1937. 
Northwestern submitted a classifica- 
tion and the Commission, after in- 
vestigation, issued a report thereon 
and requested Northwestern to sub- 
mit a plan for disposition of the item 
of $3,500,000 upon its books and 
recommended that the amount should 
be transferred to Account 107—Elec- 
tric Plant Adjustments—pending sub- 
mission of such a plan. Northwest- 


ern failed to comply with these re- 
quests and an order to show cause was 
issued upon which a hearing was held. 
The Commission found that the cost 
of the physical property was all repre- 
sented by obligations issued by the 


company and that the common stock 
did not represent money or property 
received. The Commission further 
found that in the interest of consum- 
ers, investors, and the public, the $3,- 
500,000 write-up to be entered in Ac- 
count 107 should be disposed of by 
applying net income above preferred 
stock dividend requirements to its 
elimination, and added that this dis- 
position would insure the company’s 
receiving value to balance common 
stock liability and that dividends 
ought not to be paid on the common 
stock until it had an equivalent paid- 
in value. An order was entered re- 
quiring Northwestern to comply with 
the finding. 


The Commission granted a rehear- 
ing only as respects the required dis- 
position of the asset item of $3,500,- 
000, but refused a rehearing on all 
other matters involved in the case. 
Northwestern obtained a review in 
the circuit court of appeals,* which 
sustained the order as against North- 
western’s contentions that the Com- 
mission was without power to make 
an order for the keeping of its ac- 
counts, because of existing state reg- 
ulation; that the Commission’s action 
was not sustained by the proofs be- 
fore it, was an abuse of discretion, and 
constituted a denial of due process of 
law, since the system of accounts pre- 
scribed was to show the company’s 
plant at the amount it cost rather than 
at its present fair value. Inasmuch as 
the rehearing was pending before the 
Commission on the disposition to be 
made of the write-up, the circuit court 
of appeals declined to pass upon that 
matter. 

In connection with the rehearing, 
the Commission requested the com- 
pany to suggest any disposition of the 
$3,500,000 item it thought appropri- 
ate. The company refused to make 
any suggestion, its position being that 
the entry should remain in Account 
No. 107. The result of permitting it 
thus to remain in the plant and prop- 
erty accounts of the company would 
be a continuance of a showing on its 
books of actual asset value to balance 
the outstanding common stock liabil- 
ity. The Commission reaffirmed its 
order and Northwestern again sought 
review in the circuit court of appeals. 





149 Stat. 847, 854, chap 687, 16 USCA 
§ 825(a), 5 FCA title 16, § 825(a). 

2 As authorized by § 313(b), 49 Stat 860, 
gap 687, 16 USCA § 8251, 5 FCA title 16, 
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8 Northwestern Electric Co. v. Federal Pow- 
er Commission (1942) 43 PUR(NS) 140, 125 
F(2d) 882. 
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American, which had been permitted 
to intervene, joined in the application 
for court review. The circuit court 
of appeals refused to disturb the Com- 
mission’s order.‘ 

The Commission’s power to pre- 
scribe a uniform system of accounting 
and to. require Northwestern to 
keep accounts accordingly is not open 
to doubt. Its action was fully jus- 
tified by the act,® the relevant provi- 
sions of which are within the legisla- 
tive power.® The only inquiries now 
open are whether the order as to the 
disposition of the $3,500,000 item ap- 
pearing in Account 107 goes beyond 
the Commission’s statutory mandate 
or constitutional limitations. We hold 
that it does neither. 

[3] The case presents only a ques- 
tion of proper accounting. In ‘the 
light of the admitted fact that there 
has been a write-up of three and one- 
half million dollars on the asset side 
of the accounts to balance a stock lia- 
bility created by the company in the 
same amount, which represents no 
value received for the stock issued, 
any accounting which limits plant 
items to their actual value when and 
as acquired demands that this write- 
up be eliminated from the accounts. 
Those in which the company previous- 
ly carried the item were “Land and 
Water Rights,” “Miscellaneous Non- 
operating Intangible Capital,” and 
“Organization.” A mere write-up 
belongs in none of these accounts and 


cannot properly appear in any other 
account on the asset side of the ledger. 
If it should so remain, it would have 
to be in a new account reflecting pres- 
ent value in excess of actual cost 
which would, in effect, be a plant ap- 
preciation account and the Commis- 
sion’s form of accounting does not 
permit the carrying of any such item 
in the asset account since its system 
is a cost system of accounting. 


The question is whether the write- 
up must be written off the books in 
some manner. Northwestern says it 
should not be, but it offered no evi- 
dence before the Commission to show 
that in accounts based upon cost any 
such item should appear in plant ac- 
count or elsewhere. There was expert 
evidence by Commission’s witnesses 
that it must be eliminated. Nevertheless 
the petitioners insist the Commission’s 


order as to disposition is arbitrary.* 


* Epitor’s Note.—The text of the 
court’s opinion is in modified form in ac- 
cordance with an order dated February 
14, 1944, amending the opinion by strik- 
ing out a sentence at this point and add- 
ing the clause following the word “AlI- 
though” in the following paragraph. 


[4, 5] Although, as suggested in a 
brief filed by the American Institute 
of Accountants, the Commission’s 
prescribed method of eliminating the 
write-up may not accord with the best 
accounting practice, it is sustained by 
expert evidence. It is not for us to 





4 (1943) 48 PUR(NS) 65, 134 F(2d) 740. 

5 § 201(a), 49 Stat 847, chap 687, 16 USCA 
§ 824(a), 5 FCA title 16, § 824(a), imposes 
regulations upon interstate utilities; § 205, 49 
Stat 851, Chap 487, 16 USCA § 824d, 5 FCA 
title 16, § 824d, gives the Commission author- 
ity to regulate rates and § 301(a) requires the 
keeping of accounts by utilities and authorizes 
the Commission to make rules and regulations 


necessary or appropriate for the purposes of 
the administration of the act. 

6 Kansas City Southern R. Co. v. United 
States (1913) 231 US 423, 58 L ed 296, 34 
S Ct 125, 52 LRA(NS) 1; Norfolk & W. R. 
Co. v. United States (1932) 287 US 134, 77 
L ed 218, 53 S Ct 52; American Teleph. & 
Teleg. Co. v. United States (1936) 299 US 
7 81 L ed 142, 16 PUR(NS) 225, 57 S Ct 
170. 
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determine what is the better practice 
so long as the Commission has not 
plainly adopted an obviously arbitrary 
plan.” 

The objections based upon the Con- 
stitution are without merit and need 
but brief notice. That the accounting 
method prescribed interferes with the 
function of management to some ex- 
tent is beside the point. That the 
Commission’s action prevents the 
company from redressing the de- 
ficiency of paid-up capital by entering 
among its assets appreciation of value 
subsequent to the issue of the com- 
mon stock takes nothing from the 
company or the stockholders. Al- 
though if American had purchased 
the assets of Northwestern it might 
have been allowed to place among its 
assets on its own books the actual cost 
to it of the physical property of 
Northwestern, the fact is irrelevant 
upon the question whether North- 
western may carry a fictitious asset 
account representing estimated value 
of capital stock issued neither for 
money nor for property at exchange 
value. 

Nothing in the statute or the order 
prevents Northwestern keeping other 
accounts if it so desires which will 
give information with regard to es- 
timated present appreciated value of 
its assets. 

We find nothing in the statute 


which would have prevented a read- 
justment of the common stock ac- 
count or the earned surplus account 
if the company had been willing and 
had proposed such readjustment to 
bring the statutory accounts into line 
with the Commission’s prescribed sys- 
tem. 

[6] The Commission’s order does 
not violate the reserved rights of the 
states under the Tenth Amendment. 
We are not here concerned with what 
the regulatory authorities of Oregon 
or Washington may or may not de- 
mand or permit. Whatever that ac- 
tion may be, it is subordinate to Con- 
gress’ appropriate exercise of the 
commerce power. The Commission's 
order does not purport presently to 
affect or constrain action by the states 
within their fields. 

We are not called upon to make any 
decision as to the ability of the com- 


pany legally to declare and pay div- 
idends. 
[7] The petitioners attack the reg- 
ulations as in conflict with the powers 
and the regulations of the Securities 


and Exchange Commission, which 
also has regulatory power over North- 
western; but an examination of the 
statute and of the orders and proceed- 
ings of the Securities and Exchange 
Commission satisfies us that no con- 
flict exists. 
The judgment is affirmed. 





7 See Norfolk & W. R. Co. v. United States, 
supra (287 US at p. 141) ; American Teleph. & 
re) Co. v. United States, supra (299 US at 
Pp m 


8 Norfolk & W. R. Co. 
supra (287 US at p 143). 


v. United States, 
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Re East Ohio Gas Company 


Docket No. G-458, Opinion No. 109 
November 30, 1943 


PPLICATION for authority to construct and operate pipe-line 
A facilities or in the alternative for finding that applicant ts 
not a natural gas company under the Natural Gas Act; authority 

granted and applicant held to be natural gas company. 


Interstate commerce, § 23 — What constitutes — Wholesale distribution of nat- 
ural gas. 


1. A company purchasing at the state line natural gas moving interstate 
and transporting it through its own lines to its local distributing plant 
engages in the transportation of natural gas moving in interstate commerce 
within the meaning of the Natural Gas Act, p. 94. 
Gas, § 2.1 — What constitutes natural gas company. 
2. A company purchasing at the state line natural gas moving interstate 
and transporting it through its own lines to its local distributing plant, 
where it is delivered to the consumer’s premises, is a natural gas company 
within the meaning of the Natural Gas Act, p. 94. 


Gas § 2.1 — Jurisdiction of Federal Power Commission — Exemption under 
Natural Gas Act. 

3. The transportation of natural gas moving interstate from a state border 

in the company’s own lines to its distribution plant, where it is delivered 


to the consumer’s premises, is not exempt from the Natural Gas Act under 
§ 1(b), 15 USCA § 717(b), as local distribution, p. 95. 


Gas, § 2.1 — Jurisdiction of Federal Power Commission — Natural gas company. 
4. The Federal Power Commission has jurisdiction over a company dis- 
tributing natural gas moving interstate directly to ultimate consumers, 
p. 96. 


Gas, § 2.1 — Scope of Natural Gas Act. 


5. Congress by the enactment of the Natural Gas Act intended to bring 
under Federal regulation not only rates but also the construction, acquisi- 
tion, operation, and abandonment of facilities of natural gas companies, and 
the company may be a natural gas company within the meaning of the act 
although its rates may not be subject to the jurisdiction of the Federal 
Power Commission, p. 96. 


Certificates of convenience and necessity, § 53.5 — Natural gas company — Pipe- 
line construction. 

6. A company must acquire a certificate from the Federal Power Commis- 
sion for construction and operation of a pipe line for the transportation 
of natural gas moving interstate through its own pipe line from the state 
boundary to its local distribution plant, where the gas is delivered to the con- 
sumer’s premises, although it does not plan to transport the gas for others 
for hire or for sale for resale purposes, p. 96. 
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Interstate commerce, § 23 — What constitutes — Wholesale distribution of nat- 
ural gas. 
7. Sales of interstate natural gas to wholesale companies in neighboring 
states for resale would constitute sales for resale in interstate commerce 
within the meaning of the Natural Gas Act, p. 97. 


Certificates of convenience and necessity, § 104 — Pipe-line construction — 
Grounds for denial. 


8. Authority to construct a natural gas pipe line should not be denied on 
the ground that proposed deliveries to such pipe lines might be made at the 
expense of gas consumers in other localities, in view of the Federal Power 
Commission’s authority to require extensions and improvements of facili- 
ties necessary in the public interest and to prevent abandonment of service, 
since this affords protection against the contingency of future inadequate 
service, p. 99. 


Certificates of convenience and necessity, § 73 — Natural gas company — Pipe- 
line construction — Limitations upon authority. 


9. Authority to construct a natural gas pipe line to relieve an existing de- 
ficiency should not be limited to the duration of the war and six months 
thereafter, where the need for the project is permanent in character and 
where the project is part of a general program for offsetting the decline 
of the natural gas supply in the area, since private capital cannot reasonably 
be expected to embark in so large an undertaking on the basis of a tempo- 
rary wartime certificate, p. 99. 
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APPEARANCES: For the applicant: 


William B. Cockley and William A. 
Dougherty. 

For the Interveners : 
Workers of America: Welly K. Hop- 
kins and Tom J. McGrath. National 


United Mine 


Coal Association: James W. Haley 
and Tom J. McGrath. Railway Labor 
Executives’ Association: Tom J. 
McGrath. Brotherhood of Railroad 
Trainmen: Martin H. Miller. City 
of Cleveland: Spencer W. Reeder, 
Special Assistant Director of Law. 
City of Detroit: James H. Lee, As- 
sistant Corporation Counsel. County 
of Wayne, Michigan: Harold Good- 
man, Special Assistant Prosecuting 
Attorney. The Ohio Fuel Gas Com- 
pany: Eagleson and Laylin, Free- 
man T. Eagleson. Tennessee Gas and 
Transmission Company: Carl I. 
Wheat, Robert E. May, A. Dale Cobb, 
and Malcolm C. Hill. Panhandle 
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Eastern Pipe Line Company: Glenn 
W. Clark and Arthur G. Logan. 
Michigan Consolidated Gas Company: 
Park Chamberlain and Henry A. 
Montgomery. 

For the Michigan Public Service 
Commission: James W. Williams, 
Assistant Attorney General, Lansing, 
Michigan. 

For the Commission: Charles V. 
Shannon, General Counsel, Harry S. 
Littman, William B. Spohn, and Wil- 
liam L. Brunner. 

Observer for the Military Affairs 
Committee of the House of Rep- 
resentative: J. J. McTigue, Assistant 
General Counsel. 


By the Commission: On March 
24, 1943, The East Ohio Gas Com- 
pany? filed an application with this 
Commission for a certificate of pub- 





1 Hereinafter referred to as “East Ohio.” 
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lic convenience and necessity under 
§ 7(c) of the Natural Gas Act, 15 
USCA § 717f(c) as amended, to au- 
thorize the construction and operation 
of certain pipe-line facilities in the 
state of Ohio or, in the alternative, for 
a finding that it is not a “natural-gas 
company” under the act and will not 
become such by reason of the pro- 
posed construction and _ operation. 
Public hearings have been held in this 
matter pursuant to appropriate notice 
duly given to interested persons. 
East Ohio, an Ohio corporation 
wholly owned by Standard Oil Com- 
pany (New Jersey), is engaged in the 
production, purchase, transportation, 
and distribution of natural gas for 
ultimate public consumption by means 
of its extensive integrated pipe-line 
system in eastern Ohio. Some 68 
communities, including Cleveland, 
Akron, Canton, Massillon, and 
Youngstown, are served through its 
local distribution systems. The gas 
requirements of numerous important 
war industries in this area are also 
supplied by the company. It has here- 
tofore produced and purchased from 
20 to 25 per cent of its natural gas 
requirements within the state of Ohio 
and purchased the remainder from the 
Hope Natural Gas Company, also a 
wholly owned subsidiary of Standard 
Oil Company. Hope produces and 
purchases natural gas in West Vir- 
ginia and delivers such gas to East 
Ohio at two points on the West Vir- 


ginia-Ohio boundary and at one point 
on the Pennsylvania-Ohio state line.? 
From these points, such gas is trans- 
ported through East Ohio’s transmis- 
sion system, commingled with Ohio 
gas, and delivered and sold directly 
to its customers through its local dis- 
tribution plants. The evidence shows 
that East Ohio has 772 miles of trans- 
mission pipelines (exclusive of local 
distribution lines), of which 704, or 
91 per cent, are used for the trans- 
portation in Ohio of natural gas 
originating outside that state. 


The Proposed Project 


The facilities involved in the appli- 
cation consist principally of a 20-inch 
pipe line approximatley 120 miles in 
length, extending in an easterly direc- 
tion from an interconnection with the 
facilities of Panhandle Eastern Pipe 
Line Company * at Maumee, in Lucas 
county, Ohio, near Toledo, to East 
Ohio’s Brush Farm valve station 
located in Summit county, between 
the cities of Akron and Cleveland, 
Ohio. Natural gas produced in the 
Amarillo and Hugoton fields in Texas, 
Kansas, and Oklahoma, will be trans- 
ported by Panhandle Eastern from 
those states through Missouri, Illinois, 
and Indiana, into Ohio to the Maumee 
interconnection. From this point, the 
gas will be transported by East Ohio 
through the new 120-mile pipe line to 
Brush Farm valve station,* and thence 
through existing pipe lines to its local 





2The points of delivery at the West Vir- 
ginia-Ohio state line are: 

(a) Near East Ohio’s Clarington valve sta- 
tion in Salem township, Monroe county, Ohio, 


and 
(b) Near East Ohio’s Pipe Creek valve sta- 
tion in Mead township, Belmont county, Ohio. 
The point of delivery at the Pennsylvania- 
Ohio state line is in Spring township, Mahon- 


ing county, Ohio, near Petersburg. The 
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Peoples Natural Gas Company (also a wholly 
owned subsidiary of Standard Oil Company) 
delivers natural gas from Pennsylvania into 
Ohio at that point through the pipe-line sys- 
tem connecting with Hope Natural Gas Com- 
pony at the West Virginia-Pennsylvania state 
ine. 

3 Hereinafter referred to as “Panhandle 

tern.” 
#There will be some diversion through 
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distribution plants. The gas will be 
delivered by Panhandle Eastern to 
East Ohio at a pressure sufficient to 
propel the gas into and through the 
new pipe line, and the movement of 
the gas will be continuous and unin- 
terrupted from the points of produc- 
tion in Texas, Oklahoma, and Kansas, 
to Brush Farm station and the local 
distribution plants of East Ohio. 
Under a contract with Panhandle 
Eastern, dated February 4, 1943, East 
Ohio will purchase the gas at Maumee 
on a firm basis in amounts of 50,000 
thousand cubic feet per day, or 30 per 
cent of East Ohio’s average daily nat- 
ural gas sales during the immediately 
preceding twelve months’ period, 
whichever is the lesser and, in addi- 
tion, up to 50,000 thousand cubic feet 
per day on a dump basis,’ for a period 
of five years and thereafter until 


canceled by either party upon six 
months’ notice. 


The estimated cost of the project, 
including all materials, labor, and 
equipment, is $2,868,061. East Ohio 
proposes to finance the construction 
with its own funds, having available 
either cash or marketable securities 
sufficient for the purpose. 


Jurisdiction 


[1,2] It is urged that no certificate 
of public convenience and necessity 
is required for the construction and 
operation of the proposed facilities 
under § 7(c) of the Natural Gas Act, 
as amended, because East Ohio is not, 
and will not upon completion of such 
construction become, a “natural-gas 
company.” The jurisdictional ques- 


tion posed by this contention is clearly 
answered by the pertinent provisions 
of the act. 

Section 7 (c), 15 USCA § 717f£(c) 
provides: 

“No natural-gas company or person 
which will be a natural-gas company 


upon completion of any proposed con- § 


struction or extension shall engage in 
the transportation or sale of natural 
gas, subject to the jurisdiction of the 
Commission, or undertake the con- 
struction or extension of any facilities 
therefor, or acquire or operate any 
such facilities or extensions thereof, 
unless there is in force with respect 
to such natural-gas company a certifi- 
cate of public convenience and neces- 
sity issued by the Commission au- 
thorizing such acts or operations: 


Section 2(6), 15 USCA § 717a 
(6) defines a “natural-gas company” 
as: 

“. . . a person engaged in the 
transportation of natural gas in inter- 
state commerce, or the sale in inter- 
state commerce of such gas for re- 
sale.” 

Section 1(b), 15 USCA § 717(b) 
provides : 

“The provisions of this act shall 
apply to the transportation of natural 
gas in interstate commerce, to the sale 
in interstate commerce of natural gas 
for resale for ultimate, public con- 
sumption for domestic, commercial, 
industrial, or any other use, and to 
natural-gas companies engaged in such 
transportation or sale, but shall not 
apply to any other transportation or 
sale of natural gas or to the local dis- 





East Ohio’s Medina line into Cleveland, Ohio. 
It is proposed to parallel portions of the 
Medina line to accommodate increased load. 
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5If requested by East Ohio and if Pan- 
handle Eastern has the gas available and is 
willing to make such additional deliveries. 
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tribution of natural gas or to the facili- 
ties used for such distribution or to 
the production or gathering of natural 
gas.” 

It is evident that East Ohio will 
engage in the transportation of nat- 
ural gas moving in interstate com- 
merce ® within the meaning of the act 
by means of the proposed pipe-line 
facilities. Gas produced in Texas, 
Oklahoma, and Kansas will be trans- 
ported in a continuous flow through 
Missouri, Illinois, and Indiana, into 
Ohio to East Ohio’s proposed trans- 
mission pipe line at the Maumee, 
Ohio, interconnection, and _ thence 
through the proposed line for a dis- 
tance of 120 miles to Brush Farm 
valve station. At this point, such gas 
will be commingled with gas produced 
in West Virginia and Ohio and thence 
conveyed through existing transmis- 
sion lines to the local distribution 


plants of the East Ohio System. 
Such transportation is in interstate 
commerce and renders East Ohio a 
“natural-gas company” subject to the 
provisions of the act. 

Examination of pertinent decisions 
of the Supreme Court makes it clear 


that: (a) transportation of natural 
gas across several states does not lose 
its interstate character when it reaches 
the state within which it is sold to 
ultimate consumers and utilized; (b) 
the point at which title and custody 
pass does not affect the essential inter- 
state movement; and (c) such trans- 
portation is in interstate commerce 
until the gas reaches the local distribu- 
tion plants where it is delivered to the 
consumers’ premises. Illinois Nat. Gas 


Co. v. Central Illinois Pub. Service 
Co. (1942) 314 US 498, 86 L ed 
371, 42 PUR(NS) 53, 62 S Ct 384; 
East Ohio Gas Co. v. Tax Commis- 
sion (1931) 283 US 465, 75 L ed 
1171, 51 S Ct 499. In the latter case, 
the court, referring to East Ohio’s 
transportation of West Virginia gas 
purchased from Hope Natural Gas 
Company at the West Virginia state 
line to its local distribution systems 
in Ohio, stated at page 470: 

“The transportation of gas from 
wells outside Ohio by the lines of the 
producing companies to the state line 
and thence by means of appellant’s 
high pressure transmission lines to 
their connection with its local systems 
is essentially national—not local—in 
character and is interstate commerce 
within as well as without that state. 
. . . Public Utilities Commission 
v. Landon, 249 US 239, 245, 63 L ed 
577, 586, PUR1919C 834, 39 S Ct 
268; Missouri ex rel. Barrett v. Kan- 
sas Nat. Gas Co. 265 US 298, 307- 
309, 68 L ed 1027, 1029, PUR1924E 
78, 44 S Ct 544; Peoples Nat. Gas 
Co. v. Pennsylvania Pub. Service 
Commission, 270 US 550, 554, 70 
L ed 726, 729, PUR1926D 187, 46 
S Ct 371; Rhode Island Pub. Utilities 
Commission v. Attleboro Steam & 
Electric Co. 273 US 83, 89, 71 L ed 
549, 553, PUR1927B 348, 47 S Ct 
294.” 

[3] The East Ohio Gas Co. v. Tax 
Commission Case, supra, disposes of 
East Ohio’s contention that the trans- 
portation in interstate commerce is 
merely incidental to its business of 
local distribution, and therefore ex- 





8 “Interstate commerce” is defined by § 2 
(7) as “commerce between any point in a state 
and any point outside thereof, or between 
points within the same state but through any 


place outside thereof, but only in so far as 
such commerce takes place within the United 
States.” 
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empt from the act under § 1(b) as 
“local distribution.” 

[4] East Ohio urges, however, 
that since it does not engage in the 
business of selling gas for resale in 
interstate commerce, but only in dis- 
tributing such gas for sale directly to 
ultimate consumers, the Commission 
is not vested with jurisdiction. This 
contention ignores the plain language 
of the statute which confers jurisdic- 
tion upon the Commission, in the dis- 
junctive, over those who are “engaged 
in the transportation of natural gas in 
interstate commerce, or the sale in in- 
terstate commerce of such gas for re- 
sale’? Manifestly, either transporta- 
tion in interstate commerce or sale for 
resale in interstate commerce is suffi- 
cient to bring the company under the 
provisions of the Natural Gas Act.® 
To hold otherwise would be to read 
into the act something that is not 
there. 

[5] The further contention is ad- 
vanced that Congress intended, by the 
Natural Gas Act, only to regulate 
rates which had been shown to be 
beyond state regulatory power by the 
decision of the Supreme Court in 
Rhode Island Pub. Utilities Commis- 
sion v. Attlebore Steam & Electric Co. 
273 US 83, 71 L ed 549, PUR1927B 
348, 47 S Ct 294. This contention 
overlooks the obvious fact that Con- 
gress has regulated not only rates but 


the construction, acquisition, opera- 
tion, and abandonment of facilities 
and the keeping of accounts, and it 
also has provided for reports® and 
disclosures ® and investigations ™ in 
what has been termed “regulation by 
the informatory process.” Electric 
Bond & Share Co. v. Securities and 
Exchange Commission (1938) 303 
US 419, 435-439, 82 L ed 936, 22 
PUR(NS) 465, 58 S Ct 678, 115 
ALR 105. The certificate provisions 
of the act under which the present 
proceeding arises manifest the inten- 
tion of Congress to provide regula- 
tion aside from rates. 

Significantly, § 5(b) authorizes us 
to ‘ . « investigate and deter- 
mine the cost of the production or 
transportation of natural gas by a 
natural-gas company in cases where 
the Commission has no authority to 
establish a rate governing the trans- 
portation or sale of such natural gas.” 

It will be noted that this section 
recognizes that a company may be a 
“natural-gas company” in cases where 
its rates may not be subject to this 
Commission’s jurisdiction.” 

[6] East Ohio further contends 
that since it does not transport the gas 
for sale for resale but only for its own 
local distribution and sale to ultimate 
consumers, and since it does not trans- 
port the gas for others for hire, its 
transportation is not a business, and 





7See Hartford Electric Light Co. v. Fed- 
eral Power Commission (1942) 46 PUR(NS) 
198, 131 F(2d) 953, cert. den. May 3, 1943, 
319 US 741, 87 L ed 927, 63 S Ct 1028, 
wherein the court, construing the Federal 
Power Act, gave effect to a similar disjunc- 
tive, and held that the sale for resale without 
transmission furnished a proper basis for the 
Commission's jurisdiction, 
8 See gid Central Power & Light Co. 
v. Federal Power Commission (May 3, 1943) 
319 US 61, 87 L ed 1258, 48 PUR(NS) 129, 
63 S Ct 953. 
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9 Sections 10(a), HAS 

10 Sections 8(b), 8(c). 

11 Sections 5(b), 14(a), 14(b). 

12There is now before the Com- 
mission, in Docket No. G-115, a proceeding 
instituted at the request of the city of Cleve- 
land, to determine the cost to East Ohio of 
transporting natural gas in interstate com- 
merce from the West Virginia-Ohio state line 
to the city Page of Cleveland. See Re Sut 
Ohio Gas Co. (1939) 28 PUR(NS) 129, 1 
Fed PC 586. 
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that the act only intends to regulate 
transportation in interstate commerce 
as a business. The sole basis for this 
contention is the language of § 1(a) 
of the act. But that section, which is 
in the nature of a declaration of policy 
(cf. Hartford Electric Light Co. v. 
Federal Power Commission [1942] 
46 PUR(NS) 198, 131 F(2d) 953, 
965), after reciting that “the business 
of transporting and selling natural 
vas for ultimate distribution to the 
public is affected with a public inter- 
est,’ proceeds to state: 

, that Federal regulation 
in matters relating to the transporta- 
tion of natural gas and the sale there- 
of in interstate and foreign commerce 
is necessary in the public interest.” 
(Italics supplied. ) 

The use of this broad language, 
coupled with the absence of any ex- 
pression of an intention by the Con- 
gress to narrowly limit the applica- 
tion of the certificate section as sug- 
gested by the company, compels the 
conclusion that authorization is nec- 
essary under that section for the com- 
pany’s proposed construction and 
operation. If Congress had intended 
otherwise, it is believed that it would 
have used suitable language to ac- 
complish that result. 


The provisions of the act to which 
we have already referred, providing 
regulation in addition to the regulation 
of rates, show the “‘matters” in which 
Federal regulation was _ provided. 
But we need not dwell further on this 


point, for the same contention under 
the corresponding provisions of the 
Federal Power Act has been fully con- 
sidered and rejected by the Supreme 
Court. Jersey Central Power & Light 
Co. v. Federal Power Commission 
(May 3, 1943) 319 US 61, 87 L ed 
1258, 48 PUR(NS) 129, 63 S Ct 
953. 


[7] Additionally, it is noted that 
the evidence discloses that the War 
Production Board issued its priority 
certificate for the necessary materials 
required for the project upon the con- 
dition that gas made available through 
the proposed facilities be used in part 
to relieve the gas shortage of other 
systems in northern Pennsylvania and 
New York.® In its application for 
such priority assistance, East Ohio 
represented to the War Production 
Board that the project would enable 
it to provide from 10,000,000 to 15,- 
000,000 cubic feet per day to com- 
panies adjacent to its system, if such 
demand does not occur on a maximum 
day. Obviously, sales of interstate gas 
to such gas companies would constitute 
sales for resale in interstate com- 
merce within the meaning of the act. 

We conclude therefore upon the 
record before us that East Ohio is, 
and upon completion and operation of 
the proposed facilities will be, a “nat- 
ural-gas company” within the mean- 
ing of the act, and that the proposed 
construction and operation are sub- 
ject to § 7(c), as amended, requiring 
our authorization by an appropriate 





13 In the letter transmitting the priority cer- 
tiicate to East Ohio, the Director, Office of 
War Utilities, War Production Board, stated: 

“The certificate is being issued with the 
understanding that your company, in codpera- 
tion with the War Production Board, will 
take all necessary steps on your part to assure 
that gas transported to your company through 


[7] 


this line, and needed to meet requirements of 
other systems in northern Pennsylvania and 
western New York, will be made available to 
them. Accordingly, you will be expected to 
work out promptly with us and the other 
affected systems, plans covering establishment 
of the required interconnections and arrange- 
ments for transfers of gas.” 
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certificate of public convenience and 
necessity. 


Public Convenience and Necessity 


The evidence convinces us that the 
project is required by the present and 
future public convenience and neces- 
sity. East Ohio serves more than 
530,000 consumers whose peak-day 
demands in the 1943-1944 winter are 
estimated to total about 343,000,000 
cubic feet. Supplies presently avail- 
able are estimated at 285,000,000, 
leaving a peak-day deficiency of 58,- 
000,000 cubic feet. The estimated 
peak-day deficiency for the 1944- 
1945 winter is 93,000,000 cubic feet, 
due to a further decline in gas supply. 
Estimates were submitted predicting 
annual deficiencies from 18,000,000,- 
000 to 22,000,000,000 cubic feet dur- 
ing the next four years. The firm 


delivery of 50,000,000 cubic feet per 


day from Panhandle Eastern to East 
Ohio is necessary to avoid drastic 
curtailments of service, particularly to 
industries engaged in vital war work. 

The War Production Board, rec- 
ognizing the urgent necessity for the 
project, advised this Commission that : 
“These projects were approved by the 
Office of War Utilities after they had 
been the subject of a thorough study 
made in the light of the supply and 


requirements problem in the areas 
affected. On the basis of our sur- 
veys, we concluded that additional 
supplies of gas must be provided 
promptly in the northwestern Appa- 
lachian area consisting of eastern 
Ohio, northern Pennsylvania, and 
western New York. 


“We regard the prompt completion 
of these projects as of the highest 
importance in the interest of the war 
effort and the maintenance of essen- 
tial civilian services.” 

East Ohio presented evidence show- 
ing that its gas reserves and those of 
the Hope Natural Gas Company are 
declining, and that unless the gas sup- 
ply in the Appalachian region is 
promptly augmented with gas from 
other areas, serious failure in gas serv- 
ice will inevitably result. 

It also appears from the evidence 
that the shortage in the Appalachian 
area is not merely related to the war 
period, but that when the war emer- 
gency is over the declining gas re- 
serves in this region will be incapable 
of meeting the requirements. We 
have on other occasions commented 
upon the critical gas shortage in the 
Appalachian area." 

The record discloses that Panhandle 
Eastern’s facilities and recoverable 





14In Re Ohio Fuel Gas Co. and Panhandle 
Eastern Pipe Line Co. (Fed PC 1942) (Dock- 
et Nos. G-408 and G-410), Opinion No. 81, 
46 PUR(NS) 165; In Re Tennessee Gas & 
Transmission Co. (Fed PC 1943) (Docket 
No. G-230), Opinions Nos. 93 and 93-A, 50 
PUR(NS) 199, 202, we stated: “There ap- 
pears to be no relief for the shortage from 
sources within the [Appalachian] region. It 
is clear from the testimony of record that for 
a considerable period none of the companies 
operating in the region has had material quan- 
tities of gas available for sale to one another 
in addition to existing transactions. In fact, 
officials of the companies in the area indicated 
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that relief must come from outside the region. 

“The testimony of the Commission’s en- 
gineer demonstrates that substantial quanti 
ties of natural gas can be utilized advantage- 
ously in the region to offset contemplated ex 
cessive withdrawals from storage and to pre 
vent the deliverability of storage fields fro 
declining to a point where their usefulness i 
impaired. 

“Upon the record before us, it is apparent 
that no purpose will be served by furthe 
laboring the obvious. It is crystal clear that 
additional natural gas is needed in the Ap 
palachian region. Pd 
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gas reserves are at present reasonably 
adequate to serve its present demand 
requirements, and in addition, to meet 
the increased demand requirements 
resulting from its contract with East 
Ohio.* 

[8] Intervener, city of Detroit, 
Michigan, which is served by Pan- 
handle Eastern, while voicing no ob- 
jection to expansion of the business 
of Panhandle Eastern, evinced its in- 
terest in seeing that the proposed de- 
liveries to East Ohio be not made at 
the expense of gas consumers in De- 
troit. In this regard, we recognize 
the obligation of Panhandle Eastern 
to furnish adequate service to its cus- 
tomers. Moreover, it is believed that 


our authority under the Natural Gas 
Act to require extensions and im- 
provements of facilities necessary or 
desirable in the public interest, and 


to prevent abandonment of service or 
facilities affords protection against the 
contingency of future inadequate 
service. It does not appear, there- 
fore, that the proposed service to East 
Ohio is or will be made at the expense 
of Panhandle Eastern’s present cus- 
tomers. 

[9] Interveners representing coal 
operators, labor unions, and railroads, 
interested in the coal industry in the 
Appalachian area, suggest that we 
issue only a limited certificate for the 
duration of the war and six months 


thereafter, at which time the applica- 
tion should be reconsidered for such 
disposition as the circumstances may 
then warrant. It is thus seen that 
these interveners do not object to the 
project as a war emergency measure 
but desire to reserve the matter for 
further consideration at the end of the 
war period. We cannot agree with 
this request. We have carefully con- 
sidered the evidence and find that the 
necessity for the project is per- 
manent rather than temporary in 
character. It is a part of a general 
program for offsetting the decline of 
the natural gas supply in the area.” 
In the circumstances, we do not feel 
justified in imposing the limitation 
sought by these interveners, for pri- 
vate capital cannot reasonably be ex- 
pected to embark in so large an under- 
taking on the basis of a temporary 
wartime certificate. 


Conclusion 


We conclude from the entire record 
that the proposed transportation of 
natural gas will be required by the 
public convenience and necessity. The 
applicant company having shown that 
it is able and willing properly to do 
the acts and perform the service pro- 
posed and to conform to the provi- 
sions of the act and the requirements, 
rules, and regulations thereunder,” 
a certificate of public convenience and 





15 By order of September 21, 1943, In Re 
Panhandle Eastern Pipe Line Co. (Docket 
No. G-459) we issued a certificate of public 
convenience and necessity authorizing Panhan- 
dle Eastern to construct and operate 208 miles 
of additional loop transmission mains, 19 addi- 
tional compressor units totaling 22,000 horse- 
power, and to replace 35 miles of 22-inch 
transmission mains with 26-inch pipe, thereby 
increasing its transmission capacity by ap- 
proximately 88,000,000 cubic feet per day to 
enable it to meet the requirements of East 
Ohio and its other customers. 


16 See §§ 7(a) and 7(b) of the Natural 
Gas Act. However, during the war emer- 
gency period the War Production Board is 
empowered to issue orders relating to deliv- 
eries of natural gas. 

17The Tennessee Gas and Transmission 
Company project is a part of the same general 
program for the relief of the Appalachian 
area. 

18 The president of East Ohio testified that 
in the event it is finally determined that the 
company is subject to the jurisdiction of this 
Commission under the Natural Gas Act and 
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necessity should be issued to it in 
conformance with this opinion. 

An order will be entered according- 
ly. 

ORDER 

Upon consideration of the entire 
record in the above-entitled proceed- 
ing involving the application of The 
East Ohio Gas Company, an Ohio 
corporation having its principal place 
of business in Cleveland, Ohio (here- 
inafter referred to as “applicant”), 
for a certificate of public convenience 
and necessity authorizing the construc- 
tion and operation of the following- 
described facilities : 


A transmission, main of 20-inch 
diameter, approximately 120 miles in 
length, extending from a connection 
with the transmission main of Pan- 
handle Eastern Pipe Line Company in 
Maumee, Lucas county, Ohio, in a 


general easterly direction to applicant’s 
Brush Farm valve station in Summit 
county, Ohio, the construction of 
such facilities having been heretofore 
undertaken and completed ; 

The Commission, having adopted 
its Opinion No. 109, which is hereby 
referred to and made a part hereof 
by reference, finds that: 

(1) Applicant is engaged in the 
production, purchase, transportation, 
distribution, and sale of natural gas 
for ultimate public consumption in the 
state of Ohio; 

(2) Approximately 75 per cent to 
80 per cent of applicant’s natural gas 
requirements has been heretofore 
produced outside the state of Ohio, 
purchased from the Hope Natural Gas 
Company at two points on the West 


Virginia-Ohio boundary and at one 
point on the Pennsylvania-Ohio 
boundary, and transported through 
applicant’s transmission pipe-line sys- 
tem in a continuous flow to its distribu- 
tion plants in Ohio; 

(3) By the proposed operation of 
the new pipe-line facilities, applicant 
will transport, from the connection 
with the pipe-line facilities of Pan- 
handle Eastern Pipe Line Company 
(“Panhandle Eastern”) at or near 
Maumee in Lucas county, Ohio, to its 
existing system in Ohio and thereby 
to its various distribution plants in 
Ohio, natural gas produced or pur- 
chased by Panhandle Eastern in 
Texas, Oklahoma, and Kansas, and 
transported, sold, and delivered by it 
to applicant at the aforesaid connec- 
tion, the movement of such gas being 
continuous and uninterrupted through- 
out and the flow thereof from the 
aforesaid connection into applicant's 
existing system being under pressure 
maintained by Panhandle Eastern; 

(4) The transportation of natural 
gas by applicant, as described in 
paragraphs (2) and (3) above, is 
transportation in interstate commerce 
subject to the jurisdiction of this 
Commission under the provisions of 
the Natural Gas Act, and applicant 
is and will be a natural gas company 
within the meaning of the act by rea- 
son thereof ; 

(5) The construction and opera- 
tion of facilities for the proposed 
transportation are subject to the re- 
quirements of § 7(c) of the act, as 
amended ; 

(6) Applicant is able and willing 
properly to do the acts and to perform 





that § 7 does properly apply to the proposed 
pipe line, East Ohio will conform to the pro- 
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and regulations of the Commission thereunder. 
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the service as hereinafter authorized, 
and to conform to the provisions of 
the act and the requirements, rules, 
and regulations of the Commission 
thereunder ; 

(7) The proposed operation as 
hereinafter authorized is and will be 
required by the present and future 
public convenience and necessity and 
a certificate therefor should be grant- 
ed; and 

The Commission orders that: 

(A) A certificate of public con- 
venience and necessity be and it is 
hereby issued to The East Ohio Gas 
Company authorizing the proposed 
operation of the facilities to transport 
natural gas, as described in para- 
graph (3) above, and as more fully 
described in the application, subject 
to the provisions of this order; 

(B) This certificate shall not be 
transferable and is without prejudice 
to the authority of this Commission 
or any other regulatory body with re- 
spect to rates, service, accounts, valua- 


tion, estimate, or determination of 
cost, or any other matters whatsoever 
now pending or which may come be- 
fore this Commission or such other 
regulatory body, and nothing herein 
shall be construed as an acquiescence 
by this Commission in any estimate 
or determination of cost or any valua- 
tion of property claimed or asserted ; 

(C) Nothing herein is to be con- 
strued as affecting in any manner the 
determination of the service area of 
applicant or of any other natural gas 
company under § 7(f) of the Natural 
Gas Act; 

(D) This certificate shall be effec- 
tive as long as applicant continues the 
operations hereby authorized in ac- 
cordance with the provisions of the 
Natural Gas Act and any pertinent 
rules, regulations, or orders hereto- 
fore or hereafter issued by the Com- 
mission ; 

(E) Appropriate evidence of the 
issuance of this certificate shall be 
furnished to applicant. 





FEDERAL COMMUNICATIONS COMMISSION 


Re New York Telephone Company 


P-30, Docket No. 6329 
December 14, 1943 


ROCEEDING initiated by order of Commission with respect to 
F ccna by telephone company for property acquired from 
affiliate; accounting requirements prescribed. 


Evidence, § 11.1 — Burden of proof — Accounting entries. 


1. A telephone company has the statutory burden of justifying accountnig 
entries questioned by the Federal Communications Commission, p. 104. 


Accounting, § 32 — Property acquisition from parent — Price in excess of net book 


cost — Write-up. 


2. A purely inflationary write-up of telephone plant account results from 
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recording in capital accounts the price of property acquired from a parent 
company at a price based on structural value or reproduction cost in excess 
of net book cost to the parent company, p. 107. 


Intercorporate relations, § 14 — Property transfers between affiliates. 
3. Intercompany profits to a parent company resulting from transfers of 
property to a subsidiary at prices in excess of net book cost to the parent are 
fictitious or paper increments, as unreal as profits from interdepartmental 
transactions, p. 107. 

Accounting, § 56 — Correction of errors — Elimination of write-ups. Evide 
4. Passage of time can lend no sanction to improper accounting, and when- 
ever errors in accounting are discovered they should be corrected ; hence, 
inflationary write-ups which should never have been recorded in assets ac- 
counts should be forthwith eliminated from the accounts, p. 111. 


Accounting, § 32 — Property acquired from affiliate — Prices and values. Accor 
5. Any method of accounting which results in the inclusion in plant invest- 
ment accounts of amounts based upon values, agreed upon between a wholly 
owned subsidiary and its parent, which are greater than legitimate net book 
cost to the transferor would nullify accounting from a regulatory standpoint, 
and the full ultimate impact of such inflationary elements in the plant ac- 
counts is in time improperly reflected in the depreciation expense account 
as an alleged operating cost, unless, by proper regulatory requirements, the 
balance sheet is cleared, or in the first instance is kept free, of such inflation- 
ary elements, p. 111. ie 


Accounting, § 7 — Cost principle — Values. man, 


chan, 


6. Accounting, for purposes of efficient regulation of public utilities, must be 
firmly grounded on the cost principle, and agreed values must not be allowed 
to exist as a distortive element in investment accounts, p. 111. of N 


Accounting, § 32 — Property acquired from affiliate — Rules of Interstate Com- re 


merce Commission. 
7. The recording by a telephone company of property acquisitions from affi- J ohn 
iates at an amount greater than net book investment of the transferring 9 lic Se: 
affiliate was not required or authorized by the Interstate Commerce Commis- ij New 
sion’s Uniform System of Accounts for Telephone Companies in effect prior BJ Haro! 
to assumption of regulation over such companies by the Federal Communi- Feder 
cations Commission, p. 113. | 


Accounting, § 56 — Elimination of write-up — Effect of retirements — Deprecia- 
tion reserve. 
8. Inflationary write-ups resulting from the recording on a company’s books 
of amounts paid to an affiliate in excess of cost of property to the affiliate 
remain either in asset accounts, or as a deficiency in depreciation reserve ac- 
count, or a combination of both, notwithstanding retirements from plant 
accounts, when retirements have been credited to plant accounts and the same 
cost, aside from the effect of salvage, debited to depreciation reserve, thus 
creating a deficiency in depreciation reserve equal to the inflation formerly 
existing in the asset account; and the question as to whether the deprecia- 


tion reserve taken as a whole is adequate is irrelevant to the issue, p. 116. leeoad 


Accounting, § 56 — Elimination of write-ups — Property acquired from affiliate. @ tine o 
9. A requirement that a subsidiary telephone company, by charges to sut- 9] o¢ i+, 
plus, dispose of excess over net book cost of property acquired from a . 
parent company at prices in excess of cost is not open to objection on the jj Proper 
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ground that the amounts of inflationary write-ups represent an investment 
which the accounting company had made in assets of continuing value or are 
definitely attributable to depreciable telephone plant, p. 117. 


Accounting, § 56 — Disposition of write-ups — Effect on creditors. 
10. That the separate creditors of affiliated companies involved in a property 
transfer may suffer if any amount paid by the transferee over net book cost 
to the transferor is required to be charged to surplus accounts is not a valid 
objection to the accounting requirement, p. 118. 


Evidence, § 16 — Admissibility — Accounting proceeding. 
11. Data as to the justification for acquisition of properties from a parent 
company, appraisal methods used, and adequacy of the depreciation reserve 
as a whole are irrelevant to the question of disposing of an excess over net 


book cost to the transferor, p. 118. 


Accounting, § 56 — Disposition of capital adjustments — Necessity of Commission 


authorization — Amortization. 


12. Amortization by a telephone company of debit amounts included in its 
Account 100.4; Telephone Plant Acquisition Adjustment, by charges to op- 
erating expense accounts and amortization of credit amounts included in 
that account by credits to operating expense accounts, without authorization 
or approval by the Federal Communications Commission, is improper, 


p. 118 


APPEARANCES: Edward L. Black- 
man, Ralph W. Brown, John H. Ma- 
chan, and Frank A. Fritz, on behalf 
of New York Telephone Company; 
Harry Hertzoff, on behalf of the city 
of New York; R. J. McVeigh and 
John T. Ryan, on behalf of the Pub- 
lic Service Commission of the state of 
New York; Daryal A. Myse and 
Harold J. Cohen, on behalf of the 
Federal Communications Commis- 
sion. 


By the Commission: This pro- 
ceeding was initiated by order of the 
Commission on June 16, 1942. The 
order instituted a general investiga- 
tion into the accounting performed 
and the accounts, records, and memo- 
tanda kept by New York Telephone 
Company (hereinafter sometimes re- 
ferred to as “New York’’), at the 
time of and during the period since all 
of its several acquisitions of telephone 
property, with respect to and as a re- 
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sult of such acquisitions. The order 
made New York respondent and re- 
quired it to show cause why the 
amount of $4,166,510.57 should not 
be charged to respondent’s account 
413, “Miscellaneous debits to sur- 
plus,” with concurrent entries to such 
accounts as may be appropriate in the 
light of the accounting performed at 
the time of and since the respective 
dates of the four acquisitions with 
which such amount was associated. It 
was stated in the order that the 
amount of $4,166,510.57 represented 
payments to American Telephone and 
Telegraph Company (hereinafter 
sometimes referred to as “A. T. & 
T.”) by New York for telephone 
property acquired from A. T. & T. 
on November 1, 1925, September 1, 
1926, December 31, 1927, and De- 
cember 31, 1928, in excess of the book 
cost less the related depreciation and 
amortization reserves, as reflected on 
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the books of A. T. & T. and its Long 
Lines Department.! 

[1] The order of June 16, 1942, 
also suspended all charges to operat- 
ing expense accounts made by New 
York on and after January 1, 1942, 
for the purpose of, or in conjunction 
with, amortizing or otherwise dis- 
posing of amounts included in its Ac- 
count 100.4 “Telephone plant acqui- 
sition adjustment,” pending submis- 
sion of proof by respondent of the 
propriety and reasonableness of such 
charges; and ordered respondent to 
cease and desist from making any such 
charges pending submission of such 
proof. An investigation was also or- 
dered instituted to determine whether 
respondent or any of its officers and 
directors have violated the provisions 
of Account 100.4(c),? Account 614,° 
Commission Order No. 60* or § 220 


(g) of the Communications Act of 
1934, 47 USCA § 220(g). Respond- 
ent and each of its officers and direc- 
tors were required to file verified 


answers. Appropriate notice was 
given to the state Commissions having 
jurisdiction with respect to New York 
and to the National Association of 
Railroad and Utilities Commissioners. 
Although a hearing is not a prerequi- 
site to action by the Commission un- 
der § 220 of the act, a hearing was or- 
dered, with provision for its conduct 
jointly with hearings involving sim- 
ilar matters before the New York and 
Connecticut state Commissions. Un- 
der § 220 of the act respondent has 
the statutory burden of justifying the 
accounting entries questioned by the 


Commission. (Cf. Re Additional 
Charges to Operating Expense Ac- 
count 672 [Relief and Pensions], 
FCC Docket No. 5188, Decided De- 
cember 2, 1942.) 

On January 25, 1938, the New 
York State Public Service Commis- 
sion had instituted its Case No. 9436 
by an order of investigation into the 
books, records, and accounts of New 
York and as to its entries reflecting 
the acquisition of property acquired 
from other telephone companies. 
Hearings before that Commission had 
been held in February, 1938, and Oc- 
tober, 1939, and the matter was set 
down for further hearing at the same 
time and place as the hearing ordered 
by this Commission in this proceeding. 
Joint hearings in both proceedings 
were held before Commissioners 


Walker and Wakefield, of this Com- § 


mission, and Commissioners Maltbie 
and Van Namee of the New York 
State Public Service Commission, be- 
ginning July 30, 1942, and continuing 
intermittently to December 11, 1942. 
Proposed findings of fact and conclu- 
sions and a supporting brief were filed 
by New York. The Commission 
adopted a proposed report on June 
22, 1943. Exceptions thereto and a 
supporting brief were filed on behalf 


of New York and its officers and di- § 


rectors, and oral argument was re- 
quested, which was thereafter held 
before the Commission en banc. 

The New York State Public Serv- 
ice Commission is concurrently issu- 
ing its report and order in its proceed- 
ing. The conclusions reached by the 





1 The Long Lines Department of A. 7. & T. 
operates a nation-wide system of interstate 
toll lines circuits. A separate set of accounts 
is kept to reflect the separate operations of 
the Long Lines Department. 
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2 Section 31.100 :4 of the Commission’s Rules 
and Regulations. 

8 Section 31.614 of the Commission’s Rules 
and Regulations. 
4 Adopted July 12, 1939. 
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New York Commission are generally 
similar to those in this report and ac- 
companying order. 

Among the twenty-two or more ac- 
quisitions of telephone property pri- 
or to January 1, 1937, reported by 
New York and covered by the Com- 
mission’s investigation order of June 
16, 1942, only four are involved in 
the show cause provisions of the or- 
der. These four were property acqui- 
sitions from A. T.& T. The amounts 
of money involved therein are a 
major portion of the total amount in- 
volved in all of New York’s telephone 
property acquisitions from predeces- 
sor telephone companies. The hear- 


ings which were held herein were di- 
rected to these four acquisitions, and 
this report deals with the merits of the 
accounting performed with respect to 
those particular acquisitions only. 


A. T. & T. has at all times ma- 
terial to this proceeding controlled 
New York through ownership of all 
of New York’s common stock. The 
four property acquisitions involved 
herein consisted of toll line properties 
and telephone instruments. The toll 
line properties were outside toll plant, 
principally poles, wires, and cables. 
In addition to telephone exchange 

service, New York furnishes both in- 
M@terstate and intrastate messages toll 
service throughout New York state. 
At one time, A. T. & T., which con- 
ducts nationwide operations, also fur- 
nished both interstate and intrastate 
toll service in New York state. In the 
twenties, A. T. & T. decided to with- 
draw from intrastate toll business in 
New York state, and as a part of this 
plan, it transferred its intrastate toll 
business in New York state to New 
York. In connection with this trans- 
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fer of the business, A. T. & T., in 
1925 and 1926, made two of the four 
property transfers to which the Com- 
mission’s show cause order of June 
16, 1942, was directed. The third toll 
property transfer involved herein was 
one made in 1928, when a small 
amount of toll plant was transferred 
by A. T. & T. to New York in connec- 
tion with the transfer by A. T. & T. 
to New York of certain interstate toll 
business. Much of the property ac- 
quired by New York in these three 
transfers was in the form of an ad- 
ditional interest in toll plant which 
was, prior to such acquisition, owned 
jointly by New York and A. T. & T. 
Portions of such acquired property 
had been originally constructed by 
New York for A. T. & T., New York 
billing A. T. & T. for the cost of the 
construction, and A. T. & T. placing 
the property on its books at that cost. 
Those portions of the jointly owned 
property constructed by New York, 
and as to which ownership was re- 
tained by New York, were recorded 
on New York’s books at original cost 
of construction. During this same 
period, toll properties were similarly 
transferred from New York to A. T. 
& T. 

The fourth property transfer to 
which the Commission’s show cause 
order of June 16, 1942, was directed 
was that of the telephone “instru- 
ments,” on December 31, 1927. In 
1927, A. T. & T. decided to transfer 
ownership of the instruments to New 
York, as well as to its other Asso- 
ciated Companies, and on December 
31, 1927, A. T. & T. transferred to 
New York the instruments then in 
the service or in the supplies of New 
York. Prior to that time, A. T. & T. 
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had retained ownership of three es- 
sential parts of the telephone station 
used by the public. These parts were 
the transmitter, receiver, and induc- 
tion coil, and are designated collective- 
ly as “the instruments.” The other 
parts necessary for a complete tele- 
phone station, such as the stand, bell 
box, etc., were owned by New York. 
A. T. & T. furnished and maintained 
the instruments under a “license con- 
tract” between it and New York, simi- 
lar to that in effect between A. T. & T. 
and each of its other associated com- 
panies. Under this contract, which 
also covered other matters, New York 
paid A. T. & T. a specified percentage 
of its gross revenues, 4 per cent in 
1927. The license contract fee was, 
when the instruments transfer was 
made, reduced from 4 to 2 per cent 
of New York’s gross revenues. 


The above four transfers of prop- 
erty did not involve any change in the 


physical character of the plant in- 
volved, in the service rendered to the 
public, or the use of the plant in 
rendering the service. These trans- 
actions resulted in the transfer of cer- 
tain expenses formerly comprised in 
operating costs of A. T. & T. to 
operating costs of New York, together 
with fixed charges and taxes connect- 
ed with the ownership of the property; 
and, as an offset, New York retained 
certain revenues it formerly turned 
over to A. T. & T. 

The amounts involved in each of the 
above four property transfers are 
shown in Tables A and B, below.’ In 
Table A are shown the book cost to 
A. T. & T., the related book deprecia- 
tion and amortization reserves, and 
the net book cost to A. T. & T., with 
respect to each of the four property 
transfers, as of the time when such 
transfers occurred.® 


TABLE A 
Book Cost and Net Book Cost to A. T. & T. of Property Transferred to New York 


Year of 
Property Group Transfer 
Toll line property 
Toll line property 
Toll line property 


Telephone instruments 1927 


Grand Total 


Book Cost to 
AT&T. 


$5,010,340.19 
1924. 
28,077.64 
$5,134,342.49 
8,135,224.98 
$13,269,567.47 


Related 
Depreciation & Net 
Amortization Reserves Book Cost 
$801,858.95 
14,449.20 
4,144.78 


$820,452.93 
3,980,944.73 
$4,801,397.66 





5 There are terms used in Table A, and 
throughout this report, whose meaning should 
be clearly understood. The term “book cost” 
is the amount at which property is carried 
(whether rightly or wrongly) in the com- 
pany’s asset accounts. It may be, in a given 
instance, the original cost; it may be a price 
paid which is different from original cost; or 
it may be some other figure dependent on 
vagaries of bookkeeping. The term “net book 
cost” means the book cost minus the amount 
of depreciation and amortization reserves 
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shown on the books which is related to the 
property for which the book cost is shown. 


6 For the purposes of this report only, it is 
assumed that the figures in the record herein 
for book cost to A. T. & T. of the plant in 
question represent the original cost of the 
plant, and that the book depreciation and 
amortization reserve figures determined by A. 
T. & T. and shown in the record as applicable 
to the plant transferred to New York, are 
correct. 


106 





E 


Toll lit 
Toll lit 
Toll lit 


Teleph 


[2, 
each ¢ 
fers, . 
count 
showr 
its de 
serves 
those 
case, 
fer by 
the to 
signed 
ties ac 
amout 
precia 
counts 
amout 
ceived 
the ne 
plant 


RE NEW YORK TELEPHONE CO. 


In Table B, below, are shown, with 
respect to the four property transfers, 
the net book cost to A. T. & T. of 
the properties, the amounts that New 
York entered in its asset accounts as 
its book cost, and the “profit” to A. 
T. & T., consisting of the excess of 
the amounts so entered, over the net 
book cost to A. T. & T. 


amounts, or “profits,” as shown in 
Table B, totaled $4,166,510.57. The 
Commission’s order of June 16, 1942, 
herein, directs New York to show 
cause why this total amount should 
not be charged to New York’s sur- 
plus. 

This difference of more than 4,- 
000,000 dollars between the net book 


TABLE B 
A. T. & T. Net Book Cost, Price, and “Profit” on Property Transferred 


N 
Book 
Transfer to A. T.& T. 

$4,208,481.24 
81,475.46 
23,932.86 


$4,313,889.56 


Date of 
Property Group 


Toll line property 
Toll line property 
Toll line property 


Telephone instruments 
Grand Total 


[2, 3] In recording on its books 
each of the above four property trans- 
fers, A. T. & T. credited its plant ac- 
count with the amount of its book cost 
shown in Table A above, and debited 
its depreciation and amortization re- 
serves with the amount shown for 
those reserves in Table A. In each 
case, New York recorded the trans- 
fer by entering in its plant accounts 
the total amounts of the “prices” as- 
signed by A. T. & T. for the proper- 
ties acquired. New York recorded no 
amount with respect thereto in its de- 
preciation or amortization reserve ac- 
counts. In each of the four cases, the 
amount recorded by A. T. & T. as re- 
ceived from New York in excess of 
the net book cost to A. T. & T. of the 
plant transferred was credited by A. 
T. & T. to surplus accounts as profit 
on the transaction.” These excess 





7 The amount associated with the instrument 
transaction was credited by A. T. & T. to a 
special contingency surplus reserve account. 
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et 
Cost 


4,154,280.25 
$8,468,169.81 


Excess 


Recorded Book or “Profit” 


Cost to New York to A. T.& T. 


$5,831,884.78 $1,623,403.54 
97,310.39 15,834.93 
44,246.30 20,313.44 


$5,973,441.47 $1,659,551.91 
6,661,238.91 2,506,958.66 
$12,634,680.38 $4,166,510.57 


cost to A. T. & T. of the properties 
transferred and the amounts recorded 
in the books of New York is attribu- 
table to the fact that the original cost 
of the property transferred, and the 
depreciation which had been accrued 
therefor on the books of A. T. & T. 
were ignored. With respect to the 
three transfers of toll properties, the 
accounting was on the basis of “struc- 
tural value” as of the time of the 
transfers, or estimated reproduction 
cost new minus a depreciation allow- 
ance, as determined by appraisals. 
The recorded cost of the instruments 
to New York was based upon the 
average price of new instruments pur- 
chased by A. T. & T. from the West- 
ern Electric Company (a subsidiary 
of A. T. & T.) during the first nine 
months of 1927, less 20 per cent as 
representing the used condition of the 
instruments. 
Prior to 1937 it appeared that none 
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but routine entries were made by New 
York with respect to the plant trans- 
ferred to it by A. T. & T. Although 
this property had been recorded in 
New York’s plant accounts at amounts 
which purported to reflect all existing 
depreciation, and the property had a 
relatively short remaining life, spe- 
cial depreciation rates were not applied 
to the amounts recorded in New 
York’s plant accounts for this prop- 
erty, the current depreciation rates ap- 
plicable to the respective classes of 
plant being applied to these amounts 
as long as the property remained in 
service. From time to time, as por- 
tions of such acquired property were 
retired from service, estimated 


amounts, based upon the book cost to 
New York (“structural value” in this 
case) of the property, were retired 
on New York’s books by credits of 
such amounts to its plant accounts, and 


debits of corresponding amounts 
(with allowance for salvage) to its 
depreciation or amortization reserves. 

On January 1, 1937, the Commis- 
sion’s Uniform System of Accounts 
for Class A and Class B Telephone 
Companies became effective ® and its 
provisions are applicable to New York 
as a Class A telephone company. 
New York was thus required to re- 
classify the amounts recorded in its 


then existing accounts to conform 
with the provisions of such Uniform 
System of Accounts.® Under “Bal- 
ance Sheet Accounts—Investments” 
the system provides that Account 
100.1, “Telephone plant in service,” 
shall include “the original cost of the 
company’s property used in telephone 
service at the date of the balance sheet 
as classified under Accounts 201 to 
277, inclusive’; and that Accounts 
100.2 and 100.3" shall include the 
original cost of telephone plant under 
construction and property held for 
future telephone use, respectively. 
The system further provides that Ac- 
count 100.4," “Telephone plant ac- 
quisition adjustment,” shall include 
amounts “representing the difference 
between (1) the amount of money 
actually paid (or the current money 
value of any consideration other than 
money exchanged) for _ telephone 
plant acquired, plus preliminary ex- 
penses incurred in connection with 
the acquisition; and (2) the original 
cost of such plant, governmental 
franchises and similar rights acquired, 
less the amounts of reserve require- 
ments for depreciation and amortiza- 
tion of the properties acquired.” 
“Original cost” as used in Accounts 
100.1 to 100.4, inclusive, is defined 
in the System of Accounts by § 31.01- 
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8 Part 31 of the Commission’s Rules and 
Regulations. On June 19, 1935, the Telephone 
Division of the Commission (See 1 FCC 3 
and Order No. 20, 4 FCC 41) adopted its 
Order No. 7-C which prescribed a Uniform 
System of Accounts for Telephone Compa- 
nies having average annual operating revenues 
exceeding $50,000, effective January 1, 1936. 
(1 FCC 45.) The operation of Order No. 7-C 
was stayed because of the proceeding in the 
case of American Teleph. & Teleg. Co. v. 
United States [1936] (15 PUR(NS) 413, 14 
F Supp 121) in which the Uniform System 
of Accounts was attacked by A. T. & T 
After the decision of the Supreme Court of the 
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United States on. December 7, 1936 (299 US 
232, 81 L ed 142, 16 PUR(NS) 225, 57 S Ct 
170), the Telephone Division adopted its Or- 
der No. 7-D amending its Order No. 7-C in 
certain respects and making the amended Sys- 
tem of Accounts effective January 1, 1937 (3 
FCC 9). ; 

%Section 31.01-2(e) of the Commission’s 
Rules and Regulations. 

10 Section 31.100:1 of the Commission’s 
Rules and Regulations. 

11 Section 31.100 :2 and 31.100 :3 of the Com- 
mission’s Rules and Regulations. 
12 Section 31.100:4 of the 

Rules and Regulations. 


Commission's 
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of 1934, 
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3(x) of the Rules and Regulations as 
“the actual money cost of (or current 
money value of any consideration 


other than money exchanged for) , 


property at the time when it was first 
dedicated to the public use, whether 
by the accounting company or by 
predecessors.” ** New York was thus 
obliged to recognize specifically the ex- 
istence of amounts in its plant ac- 
counts which up to that time had not 
been stated in terms of original cost. 
The principal amounts to be so rec- 
ognized were those reflecting plant 
surviving from the four transfers 
previously described. 

New York has not reclassified on 
an original cost basis the amounts in 
its accounts associated with the trans- 
fer of the telephone instruments in 
1927. It contends that under the pro- 
visions of Instruction 21 of the Uni- 
form System of Accounts, it was 
not required to reclassify these 
amounts. As of January 1, 1942. it 
was estimated by New York that ap- 
proximately 94 to 15 per cent of the 
instruments transferred to New York 
in 1927 remained in service. 

In reclassifying its accounts as of 
January 1, 1937, New York estimated, 
on the basis of the book cost to it 
(i. e., “structural value”), the 
amounts pertaining to the surviving 


toll plant transferred to it by A. T. & 
T. in 1925, 1926, and 1928. Next, 
the original cost of such surviving 
plant, as originally reflected on the 
books of A. T. & T., i. e., book cost 
to A. T. & T., was determined. The 
latter figures were set up in Account 
100.1 of New York to represent the 
amount of such surviving property 
as “plant in service.” The difference 
between this “original cost” and the 
“structural value” was placed in Ac- 
count 100.4. This amount was $483,- 
975.83. No amount was credited to 
New York’s Account 171, “Deprecia- 
tion reserve,” * in the process of re- 
classification. In connection, however, 
with New York’s plan for disposition 
of amounts included in Account 100.4 
as a result of the reclassification with 
respect to plant involved in the three 
toll property transfers and estimated 
as surviving, New York transferred 
in 1937 from its Account 171 to its 
Account 172, “Amortization  re- 
serve,” 7® an amount which, when sup- 
plemented by future accruals over the 
estimated remaining life of the plant 
at the then current depreciation rates 
for the respective plant classes, would 
provide a reserve equivalent to the 
amount in question in Account 100.4 
at the termination of the life of the 
property involved. 





13 See § 213(c) of the Communications Act 
of 1934, 47 USCA § 213(c). 

14 Section 31.2-21 of the Commission’s Rules 
and Regulations. 


15 Section 31.171 of the Commission’s Rules 
and Regulations. 

16 Section 31.172 of the Commission’s Rules 
and Regulations. 
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Table C below shows the amounts 
which were involved in New York’s 
reclassification of the toll properties 
transferred to it by A. T. & T. in 
1925, 1926, and 1928. 


time to time, when portions of the 
acquired plant were retired, amounts 
in Account 100.4 were written out of 


_that account with a concurrent entry 


to Account 172. These amortization 


TABLE C 
Reclassification of Surviving Toll Plant Transferred to New York By A. T. & T. 


(a) 


Book Cost to N. Y. 
(“Structural Value”) 
of Plant Acquired 
1925 Transfer .... $5,831,884.78 
1926 Transfer .... 97,310.39 
1928 Transfer .... 44,246.30 


Total .... $5,973,441.47 
Note: R= Credit item 
The adjustments made by New 
York in its reclassification of the 
property involved in the three toll plant 
transfers were limited to the surviv- 
ing toll property, and to the asset ac- 
counts. The fact that the amount of 
“plant in service” was slightly reduced 
in the process of classification was 
largely accidental. Since the old en- 
tries reflected a depreciated appraisal 
figure and the new entries represented 
undepreciated original cost, and both 
were the result of estimates, it might 
easily have happened that the new 
amounts would have been greater than 
the old. This happened with respect 
to the 1926 transfer, which was in- 
creased in book cost by $1,299.27 
(see Table C above, despite the fact 
that the amount paid by New York 
for this property in 1926 was $15,- 
834.93 more than its net book cost 
to A. T. & T. (see Table B above). 
In 1938 New York began amortiz- 
ing the amounts included in its Ac- 
count 100.4 by charges and credits 
to its operating expense Account 614, 
“Amortization of telephone plant ac- 
quisition adjustment,” with concur- 
rent entries to its Account 172. From 
52 PUR(NS) 


(b) 
Estimated Book Cost 
to N. Y. of Plant 
Surviving as of 
January 1, 1937 
$2,843,934.61 
91,428.42 
35,695.96 


$2,971,058.99 


(c) _(d) 
Original Difference 
Cost of Sur- 
viving Plant (Book 
Cost to A. T. & T.) 
$2,373,142.45 $470,792.16 
92,727.69 1,299.27 R 
21,213.02 14,482.94 


$2,487,083.16 $483,975.83 


(b—c) 
Charged to 
Account 100,4 


charges to Account 614 from January 
1, 1942, were the charges which were 


ordered to cease and desist from mak- 
ing, by the Commission’s order of 
June 16, 1942, herein. 

The accounting performed by New 
York with respect to the four prop- 
erty transfers involved herein was im- 
proper. This accounting resulted in 
a purely inflationary write-up of New 
York’s plant accounts by the amounts 
entered therein in excess of the net 
book cost to the A. T. & T. of the 
plant involved. These excess amounts 
represented a “profit” to A. T. & T. 
Since New York was then, as it is 
now, fully subject to control by A. T. 
& T., the intercompany profits to A. 
T. & T. resulting from the affiliated 
company transfers of property in- 
volved herein are fictitious or paper 
increments, and are as unreal as prof- 
its from interdepartmental transac- 
tions. These intercompany profits to 
A. T. & T. resulted from transfers 
of property which did not involve 
any change in. the physical character 
of the properties involved or in their 
use, but only changes in the business 
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arrangements between two affiliated 
companies. The transfer of property 
from the parent A. T. & T. to its sub- 
sidiary New York should not be per- 
mitted to convert the excess amounts 
over A. T. & T.’s net book cost from 
a fictitious intercompany profit to an 
investment in assets by New York. 
That this intercompany profit lacks 
reality was recognized by accounting 
witnesses presented by New York, 
who testified that the consolidated 
surplus of A. T. & T. and its sub- 
sidiaries, including New York, should 
be corrected for inflation due to inter- 
company transfers of property such 
as those involved herein, by the 
@ climination from the consolidated sur- 
plus of the amount of the intercom- 
pany profit. If the amounts of such 
fictitious intercompany profits are al- 
lowed to remain in New York’s ac- 
counts, they may become real profits 
to the affiliated companies by improper 
inclusion as a part of the cost of serv- 
ice. The possible scope of the effects 
of such accounting as is here in ques- 
tion is further illustrated by the fact 
| that transfers of property were made 
in both directions between New York 
and A. T. & T. at prices in excess of 
the net book cost of the respective 
transferor company, and accounted 
for in a manner similar to that em- 
ployed with respect to the four trans- 
fers here in question. The result was 
that the combined surplus of the af- 
filiated companies was increased, not 
because of any increase in income or 
property, not because of any change 
in the service rendered, but simply 
because of the accounting performed. 

[4] The passage of time can lend 
no sanction to improper accounting. 
Whenever errors in accounting are dis- 
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covered they should be corrected. The 
inflationary write-ups found herein 
should never have been recorded in 
New York’s asset accounts, and should 
now be forthwith eliminated from 
New York’s accounts. 

[5, 6] New York contends that the 
amounts paid to its parent company, 
A. T. & T., as a result of the acquisi- 
tions of telephone property here under 
consideration were fair and reason- 
able and were not in excess of the 
fair and reasonable value of the prop- 
erty acquired; that after reclassifying 
its accounts, as of January 1, 1937, as 
outlined above, appropriate amounts 
were entered in its Account 100.4 and 
the entries to operating expense ac- 
counts for the purpose of amortizing 
amounts so included in Account 100.4 
have been made in accordance with a 
plan approved by the Commission ; and 
that therefore no other entries, and 
specifically no entry to its surplus Ac- 
count 413, in the amount of $4,166,- 
510.57 are required or appropriate un- 
der the Commission’s Uniform System 
of Accounts. Respondent also as- 
serts that the recording in its plant 
accounts of the full amounts paid to 
A. T. & T. was required by the ac- 
counting rules prescribed by the Inter- 
state Commerce Commission, and in 
effect at the time of the respective 
property acquisitions; and that since 
the “structural value” of the property, 
as measured by reproduction cost new 
less actual depreciation, was equal to 
or more than such amounts so paid, 
the “prices” were fair and reasonable. 

All of these contentions ignore the 
important fact that New York was 
and is a wholly owned subsidiary of 
A. T. & T., and therefore fully sub- 
ject to A. T. & T.’s control. This 
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fact makes the fairness and reason- 
ableness of the “prices” paid in such 
a transfer of property between such 
affiliated companies completely un- 
realistic as a measure of investment 
in plant. There was and could be no 
arms’-length bargaining between A. T. 
& T. and New York with respect to 
the amounts so paid. Any method of 
accounting which results in the inclu- 
sion in plant investment accounts of 
amounts based upon “values” agreed 
upon between a wholly owned sub- 
sidiary and its parent which are great- 
er than legitimate net book cost to the 
transferor would nullify accounting 
from a regulatory standpoint. The 
full ultimate impact of such infla- 
tionary elements in the plant accounts 
is in time improperly reflected in the 
depreciation expense account as an al- 
leged operating cost, unless, by proper 
regulatory requirements, the balance- 
sheet is cleared, or in the first instance 
is kept free, of such inflationary ele- 
ments. Accounting, for purposes of 
efficient regulation of public utilities, 
must be firmly grounded on the cost 
principle, and if the investment re- 
corded in the accounts is to have some 
relationship to the actual investment 
dedicated to the public use by an af- 
filiated group of companies, such 


agreed “values” must not be allowed 
to exist as a distortive element in 
their investment accounts. Certainly 
such “values” cannot be represented 
by an estimate of such an inherently 
speculative nature as reproduction 
cost less depreciation, or “structural 
value.” | Otherwise transfers of 
property between affiliated companies 
would provide a device to establish 
write-ups to any desired “structural 
value.” “Structural value” at best re- 
quires conjecture, involving as it does 
estimates as to what certain property 
might have cost to reproduce, assum- 
ing it were to be reproduced in new 
condition at the prices in effect at the 
time when the estimates are made; and 
further involving estimates as to ex- 
isting depreciation in the property, 
based on obsolescence and inadequacy, 
as well as wear and tear.”” 

The effects of using “structural 
value” as the basis for the property 
transfer may be illustrated by a com- 
parison of book figures with the 
“structural value” figures for the two 
major transactions of the four con- 
sidered herein, namely, the 1925 toll 
property transfer and the transfer of 
the instruments. Table D, below, 
shows such a comparison. 


TABLE D 
Comparisons of Book Cost, Reproduction Cost, and Depreciation Figures 


Toll Lines 


(1925 Transfer ) 


$5,010,340.19 
801,858.95 


$4,208,481.24 


Book figures of A. T. & T.: 
Book cost-OfAS Toe Ty i icscedss 
Depreciation Reserve ...... Sonics 


Net Book Cost 


Appraisal for transfer : 
Reproduction cost ....... eéae 
Depreciation allowance 


Net, or “Structural Value” .. 


$6,693,499.53 
861,614.75 


$5,831,884.78 


Instruments Total 


$8,135,224.98 $13,145,565.17 
3,980,944.73 4,782,803.68 


$4,154,280.25 $8,362,761.49 


$8,326,548.64 
1,665,309.73 


$15,020,048.17 
2,526,924.48 


$12,493,123.69 


$6,661,238.91 





1% The highly speculative nature of esti- 
mates of reproduction cost less depreciation 
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is illustrated by the following defects in re- 
spondent’s showings and offers of proof in 
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In comparing the above figures, it 
will be observed that the reproduction 
cost of the toll lines exceeds book 
cost by more than 33 per cent, but 
that the depreciation allowance on the 
toll lines in the appraisal is only 
slightly greater in amount than the 
depreciation reserve accrued on the 
books of A. T. & T. In other words, 
the depreciation is relatively much 
lower in the appraisal than on the 
books. In the case of the instruments, 
the depreciation allowance in the ap- 
praisal, despite its applicability to a 
higher base, is less than half of the 
amount shown on the books. This 
may be explained by the fact that the 
book depreciation purports to take ac- 
count of all causes of retirement, 
whether physical deterioration, obso- 
lescence, inadequacy, or other cause, 
whereas the appraisal depreciation 
tends to be confined largely to ob- 
served physical deterioration. 

It will also be observed in Table D 
above that the “structural value” of 
the toll lines, although representing 
depreciated property, is actually great- 
er than the book cost new to A. T. & 
T. of the property. This means that 
where the “structural value” was en- 
tered in the asset accounts of New 


York, the book cost of the property 
was written up, which accounted di- 
rectly for a part of the inflation. The 
remainder of the inflation as to this 
property consists of the failure of 
New York to enter an appropriate 
credit in the depreciation reserve. 
With respect to the instruments, the 
amount entered by New York as book 
cost after the transfer was less than 
the book cost to A. T. & T. This 
means that as to the instruments, the 
entire inflation is represented not by 
an excess in the asset account but by 
the failure of New York to make due 
credit to its depreciation reserve. As 
previously found, New York made no 
credit to this reserve, with respect to 
the instruments. 

[7] New York attempts to justify 
the accounting followed by it with 
respect to the four property transfers 
involved herein on the ground that 
such accounting was required by ac- 
counting rules prescribed by the In- 
terstate Commerce Commission and 
in effect at the time of the transfers. 
With respect to the toll property ac- 
quisitions, New York asserts that the 
accounting performed by it at the 
time was required by Instruction 13 * 
of the Interstate Commerce Commis- 





this respect: The reproduction cost new fig- 
ures were based in part upon prices of the 
Western ater Company, Inc., another sub- 
sidiary of A. T. & T., without elimination of 
Western Electric profits, Such reproduction 
cost figures were based upon costs to A. T. & 
T., although in at least some instances, con- 
struction costs of New York were lower. 

18 Instruction 13 provided as follows: 

“Plant and equipment and other property 
purchased—When any property in the form 
of a going or completed plant is purchased, an 
appraisal of the property so acquired should 
be made, and the different constituent ele- 
ments of the plant (and equipment, if any) 
or other property acquired should be ap- 
praised at their structural value; that is to 
say, at the estimated cost of replacement or 
reproduction less deterioration to the then 


[8] 113 


existing conditions through wear and tear, 
obsolescence, and inadequacy. If the actual 
money value of the consideration given for the 
plant or other property was at the time of the 
acquisition in excess of such appraised value, 
the excess should be charged to Account No. 
204, Other Intangible Capital, and the ap- 
praised values of the constituent elements 
should be charged to the appropriate fixed 
capital accounts as hereinafter designated. If 
the actual money value of the consideration 
given was not in excess of such appraised 
value, such actual money value should be dis- 
tributed through the said accounts in propor- 
tion to the said appraised value of the constit- 
uent elements appropriate to the respective 
accounts. 

“Companies should be prepared to furnish 
the Commission, upon demand, a full report 
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sion’s Uniform System of Accounts 
for Telephone Companies in effect 
from January 1, 1913, and that with 
respect to the acquisition of the tele- 
phone instruments, Instruction 10” 
of the Uniform System of Accounts, 
as interpreted in Case No. 30 of Ac- 
counting Bulletin No. 11 issued by the 
Interstate Commerce Commission ef- 
fective July 1, 1916, stated the re- 
quired accounting. 

New York’s assertion that the ac- 
counting followed by it with respect 
to the four property transfers involved 
herein was required by accounting 
rules of the Interstate Commerce 
Commission in effect at the time is 
not supported by the record. There 
is no provision in Instruction 10 or 
Instruction 13, or elsewhere in the 
Interstate Commerce Commission’s 
Uniform System of Accounts for 
Telephone Companies in effect at the 


time, which specifically required or au- 
thorized the recording of property ac- 
quisitions from affiliates at any amount 
greater than the net book investment 
of the transferring affiliate. The four 


property transfers involved herein 
were never submitted to the Interstate 
Commerce Commission for a ruling 
as to the propriety of the accounting 
performed, and no ruling was ever giv- 
en by that Commission or its respon- 


sible accounting officials with respect 
to such accounting. As early as 1914, 
however, shortly after the effective 
date of the Interstate Commerce Com- 
mission’s Uniform System of Ac- 
counts, the New England Telephone 
and Telegraph Company, an A. T. & 
T. subsidiary, and A. T. & T. request- 
ed rulings by the Interstate Commerce 
Commission as to whether Instruction 
13 of the Interstate Commerce Com- 
mission’s Uniform System of Ac- 
counts applied to the accounting for 
transfers of property between affiliated 
companies of the Bell System, the 
companies contending that it did not. 
The Interstate Commerce Commission 
replies stated specifically that Instruc- 
tion 13 was not applicable to the af- 
filiated company transfers submitted 
to it. Mr. C. D. Crandall, present 
director of the ICC Bureau of Ac- 
counts, and a member of that Com- 
mission’s accounting staff for many 
years prior to 1925, confirmed the 
position of the Interstate Commerce 
Commission as stated in such corre- 
spondence. In numerous subsequent 
cases, the question of the propriety of 
the accounting to be performed with 
respect to similar property transfers 
between Bell System affiliated com- 
panies, including transfers to and 
from New York itself, was submit- 





of the contract of acquisition, the consideration 
given therefor, the determination of the actual 
money value of such consideration, if other 
than money, the appraisal, and the amounts 
charged to the respective accounts for each 
plant or other such fixed capital purchased. 
The purchaser is required to procure in con- 
nection with the acquisition of any such plant 
or other fixed capital all existing records, 
memoranda, and accounts in the possession or 
control of the greater relating to the construc- 
tion and improvement of such plant, and to 
preserve such record, memoranda, and ac- 
counts until authorized by law to destroy or 
otherwise dispose of them.” 
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19 Instruction 10 provided as follows: 

“Costs to be actual money costs—All 
charges made to fixed capital or other prop- 
erty accounts with respect to any property ac- 
quired on or after January 1, 1913, should be 
the actual money costs of the property. When 
the consideration actually given for anything 
with respect to which a charge is made to any 
fixed capital or other property account is any- 
thing other than money, the actual considera- 
tion should be described in the entry with 
sufficient fullness and particularity to identify 
it, and the amount charged should be the ac- 
tual money value of such consideration at the 
time of the transaction.” 
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ted to the Interstate Commerce Com- 
mission for ruling. Testimony pre- 
sented by New York showed that in 
the period 1913 to 1932, both years 
inclusive, there were approximately 
300 property transfers between Bell 
System affiliated companies involving 
a charge to the telephone plant account 
of $50,000 or more; and that of these, 
approximately one-half were account- 
ed for on the basis of a transfer of the 
book figures from the books of the 
transferor to those of the transferee, 
the remainder being accounted for on 
the basis of the “price” assigned for 
the property transferred. It was fur- 
ther testified that in every case in 
which the transfer was accounted for 
on the book figure basis, which in- 
cluded some cases of property trans- 
fers to or from New York, some of 
these being in the very period when 
the transfers involved herein were 
being undertaken, the question of the 
propriety of this accounting was sub- 
mitted to the Interstate Commerce 
Commission, and, without exception, 
written approval of such accounting 
was given by the responsible account- 
ing officials of that Commission. The 
Bell System companies involved pro- 
ceeded with their accounting on the 
basis of such approval. In_ these 
cases, as previously indicated, the Bell 
System companies urged the approval 
of the accounting on the basis of the 
transferor’s book figures. In no case 
in which the property transfer was ac- 
counted for by the transferee on the 
basis of the cost to it, that is, the 
“price” fixed for the property (which 


might or might not have been equiv- 
alent to “structural value”), was the 
question of the accounting to be per- 
formed submitted to the Interstate 
Commerce Commission. 

This Commission does not under- 
stand that it would be bound by such 
an accounting requirement of the In- 
terstate Commerce Commission as 
that which New York contends here- 
in to have existed.” In any event, 
however, this Commission is unable 
to find that such an accounting require- 
ment did exist. To summarize find- 
ings set forth above, the Interstate 
Commerce Commission, in every case 
of about 150 submitted to it involving 
a charge to plant accounts of $50,000 
or more, approved an accounting for 
the property transfer between Bell 
System affiliated companies on the 
basis of the transferor’s book figures ; 
and in no case did that Commission 
rule on the accounting by the trans- 
feree for a property transfer between 
Bell System affiliated companies 
which was on the basis of cost or 
“price” to the transferee. It further 
appears from the letters on behalf of 
the Bell System companies to the In- 
terstate Commerce Commission sub- 
mitting the question of the account- 
ing for the Bell System transfers that 
those companies, including New York, 
recognized the soundness of account- 
ing for such transfers on the basis 
of the transferor’s book figures as to 
the plant investment and related re- 
serves. This Commission is unable 
to conclude that the above-cited In- 
structions 10 and 13 of the Interstate 





20In § 604(a) of the Communications Act 
of 1934, 47 USCA § 604(a), as amended, it 
is recognized that this Commission may modi- 
fy, terminate, supersede, or repeal any order, 
determination, rule, regulation, etc., of the In- 
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terstate Commerce Commission with respect 
to matters.transferred by the act from the ju- 
risdiction of that Commission to this Com- 
mission, and such matters include jurisdiction 
over telephone accounting. 
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Commerce Commission’s Uniform 
System of Accounts, with their em- 
phasis on “actual money costs” or 
“actual money value,’ and the ex- 
press application to property “pur- 
chased,” were intended to apply to the 
accounting for transfers of property 
between affiliated companies in which 
there were mere record changes of 
ownership. This Commission is im- 
pelled to reject this conclusion partic- 
ularly because it is unable to conclude 
that the Interstate Commerce Com- 
mission intended to sanction, or that 
the provisions of its Uniform Sys- 
tem of Accounts did sanction, in any 
way any write-ups of asset accounts 
and inflation of surplus within an af- 
filiated system.** 

[8] New York asserts that even if 
there were inflationary write-ups in 
connection with the four property 
transfers involved herein, as amounts 


in its accounts with respect to the 
property which was acquired from A. 
T. & T. have been retired from New 


York’s plant accounts, the related 
amounts of the inflationary write-ups 
have been removed from its accounts, 
and that to that extent, charges to sur- 
plus are not now necessary or appro- 
priate to eliminate such amounts. It 
is clear, however, that the inflation 


still remains in New York’s books 
either in its asset accounts, or as a 
deficiency in its depreciation reserve 
account, or a combination of both. 
When New York retired portions of 
the property acquired from A. T. & 
T., New York’s book cost was credited 
to its plant accounts, the same cost 
(aside from the effect of salvage) was 
debited to the depreciation reserve, 
and the resultant change in net book 
cost of plant was zero. Thus the ef- 
fect of retiring an inflationary asset 
item was to create a deficiency in the 
depreciation reserve equal to the infla- 
tion formerly existing in the asset ac- 
count. The deficiency in New York’s 
depreciation reserve therefore results 
from the existence of debits made 
thereto and included therein in record- 
ing the retirement of portions of the 
acquired property in amounts in ex- 
cess of the net book cost to A. T. & 
T. of such property. These debit 
amounts were included in New York’s 
depreciation reserve account despite 
the fact that insufficient credits had 
been made to such reserve accounts 
for purposes of retirement of the prop- 
erty. 

New York attempted to counter 
these conclusions with the contention 
that its depreciation reserve as a 





211t is of interest to note that the Uniform 
System of Accounts for Telephone Corpora- 
tions prescribed by the New York Public 
Service Commission effective January 1, 1912, 
as amended on March 17, 1921, contained the 
following provision (§ 7 of the General In- 
structions) : 

“Plant and equipment and other property 
purchased. When any telephone line or part 
thereof (excepting new or used material and 
supplies) is purchased for a lump sum, and 
appraisal of the property so acquired shall be 
made, classifying the various constituent ele- 
ments in the property according to the ac- 
counts prescribed by this Commission in its 
Uniform System of Accounts for Telephone 
Corporations. The actual money value of the 
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consideration given for the plant or other prop- 
erty purchased shall be distributed to such 
accounts in accordance with the appraisal, but 
in no case shall the values assigned to tangible 
fixed capital accounts exceed the cost to re- 
construct such plant and equipment at prices 
in effect at the time of purchase, and when 
there is substantial identity of interest between 
the vendor and the vendee the values assigned 
to tangible fixed capital accounts shall not 
exceed the original cost of such property to 
the vendor. The estimated accrued deprecia- 
tion on property purchased shall be set upon 
the books of the vendee as an offsetting liabil- 
ity to the cost of property so acquired.” 


(Italics supplied.) 
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whole is now in excess of require- 
ments and consequently the inflation 
introduced through the accounting for 
the transactions in question has been 
offset by an excess in the reserve re- 
sulting from other causes; and that, 
further, unless the Commission can 
show that the reserve as a whole is 
deficient no correcting entry which 
would increase the reserve can be re- 
quired. But the question as to wheth- 
er the depreciation reserve, taken as a 
whole, is adequate is irrelevant to the 
issues herein. No challenge is here 
being made to the adequacy of the de- 
preciation reserve as a whole. This 
line of argument represents an at- 
tempt to offset one error by another. 
If New York’s depreciation reserve is 
in excess of. requirements, it means 
that New York has been making ex- 
cessive charges to operating expenses 
for depreciation. A forgiveness of 
the 1925-1928 write-ups on the 
ground of their elimination by charges 
against the depreciation reserve would 
be the equivalent of permission to es- 
tablish corporate surplus out of ac- 
cruals charged to operating expenses 
by a company under the guise of de- 
preciation. New York is actually here 
trying to justify a transfer from its 
depreciation reserve to the corporate 
surplus of its parent, A. T. & T. 
New York’s further contention, stat- 
ed above, is in effect a claim that it 
can make any improper entries which 
would reduce its depreciation reserve, 
and not be required to correct such 
entries unless a deficiency can be 
proved in the reserve as a whole. This 
amounts to a claim, about which no 
more need be said, that no individual 
accounting entries can be ordered to 
be corrected unless the Commission 


can prove that all the accounts in- 
volved are otherwise in order. 

[9] New York relies heavily on 
statements of the United States Su- 
preme Court in American Teleph. & 
Teleg. Co. v. United States (1936) 
299 US 232, 81 L ed 142, 16 PUR 
(NS) 225, 57 S Ct 170, and the rec- 
ord in that case, with respect to the 
disposition of items in Account 100.4. 
In this line of argument, however, 
New York assumes that the amounts 
in question were properly includible 
in Account 100.4 when it reclassified 
its accounts in 1937. Since the en- 
tries made at the time of the four 
property transfers involved herein 
were improper, New York should have 
eliminated them and corrected its 
books before reclassifying its accounts 
in 1937. The part played by the new 
Uniform System of Accounts effec- 
tive in 1937, and the reclassification 


requirements thereunder, was simply 
to call attention to an impropriety in 
accounts which should have been cor- 
rected even if the new system had not 


gone into effect. But if it were as- 
sumed, for the sake of argument, that 
the amounts in question were properly 
includible in Account 100.4, the Com- 
mission is unable to find from the cir- 
cumstances any sound basis for con- 
cluding that the amounts of infla- 
tionary write-ups which occurred here 
in the accounting for property trans- 
fers between affiliated companies “rep- 
resent an investment which the ac- 
counting company had made in assets 
of continuing value,’ or are “defi- 
nitely attributable to depreciable tele- 
phone plant,” within the meaning of 
the statement filed by the government 
with the Supreme Court in the above- 
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cited American Telephone & Tele- 
graph Company Case.™ 

[10] New York has suggested that 
the separate creditors of the respective 
affiliated companies involved in a 
property transfer may suffer if any 
amount paid by the transferee over the 
net book cost to the transferor is re- 
quired to be charged by the transferee 
to its surplus accounts. We find no 
merit in this suggestion. This report 
is not concerned with the prudence of 
the transfers, but only with the ac- 
counting to be followed therefor. 
The question of the prudence of the 
transactions would appear to be one 
between the creditors and the debtor 
companies. From the accounting 
standpoint, the requirement that 
property transferred between affiliates 
be recorded on the books of the trans- 
feree at net book cost to the transferor 
should serve as a restraint to the kind 


of speculative financing which has no 
place in a properly conducted public 
utility enterprise. 

[11] New York contends that it 
was denied a fair hearing. The rec- 
ord will show, however, that New 
York was given a full and fair hear- 


ing on the real issues. New York’s 
complaint is actually that it was not 
permitted to flood the record with 
voluminous data irrelevant to the real 


issues. Thus, New York attempted 
repeatedly to present data as to the 
justification for the acquisition of the 
properties to which the accounting 
here in question related, the appraisal 
methods used, and the adequacy of the 
depreciation reserve as a_ whole, 
Much of this data was introduced in- 
to the record, but the presiding Com- 
missioners eventually ruled that no 
further testimony along these lines 
would be received. The irrelevance 
of such matters to the issues herein 
is clearly demonstrated in this report, 
It is clear from an examination of the 
record that no competent and material 
evidence concerning the real issues in 
this proceeding was rejected. : 
[12] New York’s amortization of 
the debit amounts included in its Ac- 
count 100.4 by charges to its operat- 
ing expense accounts, and its amortiza- 
tion of the credit amounts included 
in that account by credits to its operat- 
ing expense accounts, were begun in 
1938 without any prior direction, au- 
thorization, or approval having been 
given to New York by this Commis- 
sion. Such action was improper, even 
on the basis of New York’s assump- 
tion that the amounts being so amor- 
tized were properly includible in Ac- 
count 100.4. Subsection (c) of Ac- 
count 100.4 requires that the amounts 





22 In view of the conclusion that the aomunts 
here in question were not includible in Ac- 
count 100.4, it is unnecessary to rule on the 
propriety of the accounting performed by New 
York on its assumption that Account 100.4 was 
to be used for the acquisitions here in ques- 
tion. We point out, however, that Account 
100.4 and the method to be followed under 
the System of Accounts in reclassifying the 
accounts with respect to property acquisitions, 
as outlined by § 31.2-21 of the accounting 
Rules and Regulations of this Commission, 
specifically require that the amounts includible 
in Account 100.4 shall reflect the difference be- 
tween (1) the original cost, after deduction of 
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the appropriate reserve requirements for de- 
preciation and amortization, and (2) the 
amounts paid. No distinction is made in the 
accounting rules as between acquisitions prior 
to January 1, 1937, and those after that date. 
Even on New York’s assumption that Account 
100.4 was to be used here, New York’s failure 
to make any credit entries to Account 171 to 
reflect the reserve requirement for deprecia- 
tion of acquired property, and to deduct the 
amount of such reserve requirement from orig- 
inal cost, and determining the amounts in- 
cludible in its Account 100.4 resulted in the 
inclusion of insufficient amounts in that ac- 
count. 
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included in that account be disposed of, 
written off, or amortized as directed 
by the Commission. Account 614, the 
operating expense account to which 
such amortization charges and credits 
were made by New York, permits 
such charges or credits only when au- 
thorized by the Commission.” On 
July 12, 1939, the Commission 
adopted its Order No. 60 in which 
the Commission allowed all telephone 
companies to dispose of any debit 
amounts includible in Account 100.4 
by charges to surplus, or by amortiza- 
tion over a reasonable period through 
charges to Account 323, ‘“Miscel- 
laneous income charges,” * without 
further direction or approval by the 
Commission. This order, however, 
also directed companies desiring an- 
other manner of disposition of such 
debit amounts to request “that the 
Commission approve the recommended 
disposition or direct appropriate dis- 
position according to the circum- 
stances involved in each transaction.” 
Disposition of credit amounts was 
ordered to be “as the Commission may 
approve or direct.” Appropriate res- 
ervation was made to require subse- 
quent disposition by charges to sur- 
plus or to alter the previously deter- 
mined amortization periods.* 

New York argues on the basis of 
correspondence between A. T. & T. 
and the Commission’s staff that its 
amortization through operating ex- 


penses of amounts included in its Ac- 
count 100.4 was performed pursuant 
to “tentative approval of the Com- 
mission,” claiming specifically “that 
the Commission gave its approval to 
such amortization subject to the right 
reserved to it to order a different dis- 
position of the amounts included in 
Account 100.4 if, upon subsequent in- 
quiry, it should appear that other 
treatment would be appropriate.” 
New York asserts, however, that the 
primary question now is whether or 
not such approval should have been 
given. 

The Commission finds that no direc- 
tion, authorization, or approval has 
ever been given to New York by this 
Commission to dispose of amounts in 
Account 100.4 by amortization 
through charges or credits to Account 
614, or any other operating expense 
account. As our findings herein 
show, no such direction, authorization, 
or approval would have been appropri- 
ate as to the property transfers con- 
sidered in this report. Since the Com- 
mission’s order of June 16, 1942, 
herein, suspending all amortizing 
charges to operating expenses with re- 
spect to amounts in New York’s Ac- 
count 100.4 New York has not sub- 
mitted any data as to the propriety 
and reasonableness of such charges, 
other than those submitted herein re- 
garding the three toll property trans- 
fers. We find that the amortization 





23 Account 614 reads as follows: “Section 
31.614 Amortization of telephone plant ac- 
quisition adjustment. This account shall be 
charged or credited each month with such 
amounts as may be authorized by the Com- 
mission to be included in operating expenses 
under a plan to amortize amounts in Account 
100.4, ‘Telphone plant acquisition adjustment.’ 
Amounts so entered shall be charged or cred- 
ited, as appropriate, to Account 172, ‘Amor- 
tization reserve.” 
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24 Section 31.323 of the Commission’s Rules 
and Regulations. 

25 Case 10, Accounting Circular No. 5 (Au- 
gust 16, 1939), Accounting Bulletin No. 1, 
of this Commission, also made it clear that 
net amounts in Account 100.4 resulting from 
debit and credit amounts relating to different 
transactions, could not be disposed of without 
direction or approval by the Commission. 
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through operating expenses of the 
amounts included in New York’s Ac- 
count 100.4, which amortization was 
begun by New York in 1938, was in 
violation of the Commission’s Ac- 
counting Rules and Regulations, par- 
ticularly Subsection (c) of Account 
100.4, Account 614, and Order No. 
60. Such amortization entries as re- 
lated to the amounts included in New 
York’s Account 100.4 with respect to 
the property transfers involved herein 
were therefore improper for such rea- 
son, as well as for the reasons pre- 
viously set forth in this report. Com- 
plete rectification of such amortiza- 
tion entries between 1938 and Jan- 
uary 1, 1942, by reversal thereof, will 
not be required because the amounts 
involved are relatively insignificant, 
and the accounts for that period have 
been closed. The suspension by the 
Commission’s order of June 16, 1942, 


herein, of amortizing charges to oper- 
ating expense accounts made by New 
York on and after January 1, 1942, 
with respect to the remaining amounts 


included in New York’s Account 
100.4 should be continued, pending 
submission of proof by New York of 
the propriety and reasonableness of 
such charges, and the direction, au- 
thorization, or approval of the Com- 
mission. Considering, however, all 
the circumstances surrounding such 
violation, and the entries herein re- 
quired to be made by New York, the 
Commission is of the opinion that no 
further action by it with respect to 
such violation is required, and the in- 
vestigation directed thereto will be ter- 
minated and dismissed. 
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Conclusions 


We are of the opinion and we find 
and conclude that: 

(1) Respondent has failed to show 
that the amount of $4,166,510.57 
should not be charged to its Account 
413, with concurrent entries to ap- 
propriate accounts; and we further 
find and conclude that such amount 
shall be charged (debited) to its Ac- 
count 413; 


(2) Concurrently with such charge 
to Account 413, entries shall be made 
(a) to eliminate, by appropriate en- 
tries to respondent’s Account 100.4, 
the amounts presently included in that 
account, associated with New York’s 
acquisitions from A. T. & T. on 
November 1, 1925, September 1, 1926, 
and December 31, 1928; (b) to 
eliminate the amounts presently in- 
cluded in Account 172, associated 
with such acquisitions, with contra 
entries to Account 171; (c) to adjust 
the balances in Account 100.1, and 
the related primary plant Account 231, 
“Station apparatus,” to reflect the 
original cost of the surviving tele- 
phone instruments acquired by New 
York from A. T. & T. on December 
31, 1927, by debits to those accounts 
in the amount of the difference be- 
tween such original cost and the sur- 
viving amounts recorded in such ac- 
counts; and (d) to adjust the balance 
in Account 171, to reflect appropriate- 
ly the elimination of the intercompany 
profit or write-up of $4,166,510.57 re- 
sulting from the accounting performed 
by New York at the time of and dur- 
ing the period since such acquisitions, 
with respect to and as a result of such 
acquisitions, by credits to that account 
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RE NEW YORK TELEPHONE CoO. 


equal to the difference between the 
amounts debited to Account 100.1 and 
Account 413, and the amounts credit- 
ed to Account 100.4; 

(3) Respondent has violated the 
Commission’s Accounting Rules and 
Regulations by making unauthorized 
entries in its accounts for the purpose 
of amortizing through charges and 
credits to its operating expense ac- 
counts amounts it has included in its 
Account 100.4; but under the circum- 
stances, other than the entries re- 
quired herein, no further action by the 
Commission with respect thereto is 
required, and the investigation with 
respect to such violation by respond- 
ent, its officers and directors, shall be 
terminated and dismissed ; 


(4) All charges which respondent 
has made to its operating expense ac- 
counts for the purpose of, or in con- 
junction with, amortizing or other- 
wise disposing of all amounts includ- 
ed in its Account 100.4, other than 
those included therein with respect to 
the three toll property acquisitions 
from A. T. & T. in 1925, 1926, and 
1928, shall continue to be suspended, 
and respondent shall cease and desist 
from making any such charges to its 
operating expense accounts, pending 
submission of proof by respondent of 
the propriety and reasonableness of 
such charges, and the specific direc- 
tion, authorization, or approval of the 
Commission. 

An appropriate order will issue. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Almena Farmers’ 


Telephone Company 


2-U-1942 
December 29, 1943 


PPLICATION for authority to increase telephone rates and to 
A eliminate discriminatory elements of present schedule; au- 
thority granted. 


Discrimination, § 90 — Rates — Preference to stockholders. 


1. A telephone rate schedule providing for higher rates to nonstockholders 
than to stockholders is unjustly discriminatory, p. 122. 


Rates, § 156 — Increase — Rehabilitation of equipment — Operation at loss. 
2. A telephone rate increase should be authorized where a company has 
been operating at a loss and the added revenue is needed to maintain the 
financial integrity of the company so that it will be able to finance a needed 


rehabilitation program, p. 122. 


By the Commission : On November 
26, 1943, the Almena Farmers’ Tele- 
phone Company filed an application 
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for authority to revise rates in order 
to eliminate an existing discrimination 
between stockholders and nonstock- 
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holders. The application was accom- 
panied by a certified copy of a notice 
to the Office of Price Administration. 
The proposed revision included in- 
creases to some customers and there- 
fore the application was docketed and 
set for hearing by notice issued De- 
cember 1, 1943. 

Hearing was held December 22, 
1943, at Eau Claire before Commis- 
sioner Lynn H. Ashley. 


APPEARANCES: Almena Farmers’ 
Telephone Company, by Herman 
Bertelsen, Secretary-treasurer, Knute 
Knuteson, President, Ed Ackerson, 
Director, H. J. Yousten, Director. 


[1,2] The applicant furnishes serv- 
ice to 305 subscribers by means of 
about 90-pole line miles of circuit. 
Most of the circuits are grounded 
and serve some urban subscribers in 
the village of Almena and rural sub- 
scribers in adjacent areas. Of the 305 
subscribers, 225 are stockholders. 

The ‘rates of the applicant as filed 
with the Commission are: 


$ .50 per month 
1.00 “ “ 


Correspondence preceding the fil- 
ing of this application disclosed that 
the company had been charging stock- 
holders $10 per year instead of the 
filed rate of 50 cents per month. Upon 
being advised by the Commission staff 
of the inherent discrimination result- 
ing from the application of different 
rates to stockholders and nonstock- 
holders, the company filed application 
for authority to apply the following 
rates effective January 1, 1944. 


Rural business 
Rural residence 


The company apparently classifies 
all of its service as rural so that the 
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$1.50 net per month 
1.00 “ “ “ 


proposed rates would apply alike to 
those subscribers in Almena and to 
those located in the adjacent rural 
area. 

As of December 31, 1942, the com- 
pany reported its investment in tele- 
phone plant as $9,466.82 and a de- 
preciation reserve of $3,284.17, leav- 
ing a net plant investment of $6,182.- 
65. Adding an allowance of $817.35 
for materials and supplies and cash & 
working capital would yield a net 
book value rate base of $6,900. Dur- 
ing the past four years, the applicant 
has experienced an average operating 
deficit of $92 per year. Due to induc- 
tive interference from neighboring 
electric lines, the company is faced 
with a substantial program of reha- 
bilitation, particularly the metalliciz- 
ing of its grounded circuits. The in- 
crease in revenue which would result 
from the application of the new rates 
is needed to maintain the financial in- 
tegrity of the company so that it will 
be able to finance the rehabilitation 
program. It is estimated that the pro- 
posed rates will increase gross rev- 
enues by approximately $600 per year. 
In view of the need for additional net 
income and also in view of the desira- 
bility of eliminating the existing dis- 
crimination between stockholders and 
nonstockholders, the proposed change 
in rates appears fully warranted. 

Notice has been received from the 
Office of Price Administration that it 
does not intend to intervene or par- 
ticipate in this proceeding. 

The Commission finds: 

1. That the existing rates of the ap- 
plicant are unjustly discriminatory and 
are inadequate and insufficient. 

2. That the proposed rates are non- 
discriminatory and reasonable. 
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MILWAUKEE v. PUBLIC SERVICE COMMISSION 


WISCONSIN SUPREME COURT 


City of Milwaukee 


Public Service Commission et al. 


— Wis —, 11 NW(2d) 643 
November 9, 1943 


A PPEAL from judgment dismissing complaint in action to set 


aside rate order; affirmed. 


Appeal and review, § 80 — Parties — Wholesaler of product. 
A municipality selling water to another city for resale is not such a party 
in interest as to be entitled to maintain an action to set aside a Commission 
order fixing rates to be charged by the latter city on a service extension. 


Action was commenced July 28, 
1938, by the city of Milwaukee, plain- 
tiff, against the Public Service Com- 
mission of Wisconsin, the town of 
Greenfield, and the city of West Allis, 
defendants, to set aside an order of 
the Public Service Commission estab- 
lishing rates and rules for extension 
of water service by the city of West 
Allis to Lapham-Orchard Sanitary 
District in the town of Greenfield, 
Milwaukee county, Wisconsin. The 
trial court ordered judgment dis- 
missing plaintiff's complaint, and 
plaintiff appeals. 

On the 18th of February, 1938, the 
city of West Allis made application to 
the Public Service Commission for 
the prescription of rates and rules for 
extension of water service to the Lap- 
ham-Orchard Sanitary District in the 
town of Greenfield, Milwaukee coun- 
ty, Wisconsin. At the hearing, the 
city of Milwaukee appeared in opposi- 
tion to the application, objecting to 
the jurisdiction and authority of the 
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Commission to hear the application. 
On the 27th day of May, 1938, the 
Commission entered an order estab- 
lishing rates for the proposed service. 
On June 8, 1938, the city of Milwau- 
kee applied to the Commission for a 
rehearing on said order, which appli- 
cation was denied on the 24th day of 
June, 1938, 25 PUR(NS) 263. 
Thereafter the city of Milwaukee in- 
stituted this action. 

It is undisputed that the city of 
West Allis, a municipal water utility, 
purchases its water from the city of 
Milwaukee, a municipal water utility, 
and that the Lapham-Orchard San- 
itary District in the town of Green- 
field is contiguous to the city of West 
Allis but does not adjoin the city of 
Milwaukee. At the trial plaintiff 
offered testimony to show the addi- 
tional cost to the city of Milwaukee by 
reason of the city of West Allis sup- 
plying water to the town of Green- 
field and the effect the extension of 
this service would have upon the Mil- 
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waukee utility. The court refused to 
receive this evidence. No other evi- 
dence being offered, the court granted 
the motion to dismiss plaintiff’s com- 
plaint and ordered judgment accord- 
ingly. 

APPEARANCES: Walter J. Mat- 
tison, City Attorney, and Joseph L. 
Bednarek, Assistant City Attorney, 
both of Milwaukee, for appellant; 
John E. Martin, Attorney General, 
H. T. Ferguson, Assistant Attorney 
General, and John C. Doerfer, City 
Attorney, of West Allis, and James 
P. Taugher, of Milwaukee, for re- 
spondents. 


Bartow, J.: The right of the 


city of West Allis to extend water 
service to the Lapham-Orchard San- 
itary District was granted on a previ- 
ous application to the Public Service 


Commission of Wisconsin, and was 
before this court in Milwaukee v. 
Public Service Commission (1939) 
232 Wis 397, 31 PUR(NS) 248, 287 
NW 682. The only question before 
the court at this time is the reasonable- 
ness of the rules and rates for this 
service. This affects the city of West 
Allis and the patrons in the district to 
be served. None of them has ap- 
pealed. The fact that the city of Mil- 
waukee may be selling water to the 
city of West Allis does not make it a 
party in interest which entitles it to 
maintain an action to set aside an or- 
der of the Public Service Commission 
fixing the rates to be charged by the 
city of West Allis. The court proper- 
ly rejected the evidence offered by the 
plaintiff. This case is ruled by Mil- 
waukee v. Public Service Commis- 
sion, supra. 

Appellant contends that it has a 
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right to have determined in this action 
the authority of the city of West Allis 
to extend its water service to the town 
of Greenfield, which may place addi- 
tional burdens on Milwaukee’s water 
utility, under its contract, express or 
implied, to furnish water to the city 
of West Allis, and that if the subject 
matter is not properly before the 
Commission and the court in the pro- 
ceeding to establish rates for the sery- 
ice rendered to the town of Green- 
field, it is properly before the court 
under the rule that two causes of ac- 
tion can be joined in one complaint, 
even though there be different forms 
of relief as against different defend- 
ants and different forms of relief in 
one action, citing State v. P. Lorillard 
Co. (1923) 181 Wis 347, 193 NW 
613. 

The position of the appellant cannot 
be sustained. This is a proceeding 
before the Public Service Commission 
to establish rates for service to be 
rendered by the city of West Allis. 
Nothing more was before the Com- 
mission. ‘The Commission properly 
refused to permit appellant to try is- 
sues existing between it and the city 
of West Allis at the hearing. It is 
proper for a party in interest to bring 
an action in circuit court to review 
the reasonableness of the order. It is 
held in this case that the city of Mil- 
waukee is not affected by the order 
and so has no interest which entitles it 
to maintain an action to set the order 
aside. To hold that the appellant has 
a right to bring this action and main- 
tain it under the rule of law claimed 
would be to say that a stranger to a 
proceeding could come into court at 
any time and bring an action to review 
an order of the Commission to enable 
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him to try out a difference existing 
between the third party and some 
party to the hearing before the Com- 
mission. The appellant does not 
come within the rule of law it is at- 
tempting to invoke. If a difference 


exists between the city of Milwaukee 
and the city of West Allis it must pro- 
ceed before the Public Service Com- 
mission or the courts, as the facts and 
the law in the case require. 

Judgment affirmed. 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Capital Transit Company 


P.U.C. No. 2843, Formal Case No. 337, Order No. 2675 
November 10, 1943 


A PPLICATION for authority to convert 2-man street cars of 


conventional 


type for one-man operation; authority 


granted. 


Service, § 410 — Street railways — One-man cars. 
The conversion of 2-man street cars of conventional type into cars for one- 
man operation was authorized, in order to provide man power for addi- 
tional vehicles, in view of the wartime man power shortage and increased 


traffic demands. 


(HankIN, Commissioner, concurs.) 


By the Commission: This is a 
proceeding relating to the application 
of the Capital Transit Company made 
by letter of September 8, 1943, for 
authority to convert fifty-two 4-motor 
cars of conventional type for one-man 
operation. After notice of hearing, 
issued on September 22, 1943, a hear- 
ing was held on October 5, 1943. 

The Federation of Citizens’ Asso- 
ciations of the District of Columbia 
was represented by counsel at the hear- 
ing and filed a resolution in favor of 
the proposed conversion. Various citi- 
zens’ association also filed resolutions 
which were practically unanimously in 
favor of the conversion program. 
Opposition was registered by the 
Committee on Jobs for Negroes in 
Public Utilities, by James B. Black- 
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istone and by the Washington Indus- 
trial Union Council. 

The Amalgamated Association of 
Street, Electric Railway, and Motor 
Coach Employees of America was 
represented at the hearing by counsel 
and filed a statement requesting the 
Commission to deny the application 
of the company. 

The Right Reverend Francis J. 
Haas, chairman of the President’s 
Committee on Fair Employment 
Practice, also appeared and testified as 
to the activities of his committee. 

The matter of the conversion of 
conventional-type street cars for one- 
man operation has been before this 
Commission on two previous occa- 
sions in recent years. In September, 
1940, a hearing was held on the ap- 
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plication of the company to convert 
fifteen 4-motor cars. This applica- 
tion was denied by Order No. 1955, 
dated October 17, 1940. The Com- 
mission then stated that it was of the 
belief that the company could effect 
economies by the purchase of new 
Presidents’ Conference Committee 
cars, as well as a betterment in service 
and more effective operation. The 
Commission also concluded that there 
had not been an adequate showing 
that the loss of personnel due to the 
National Defense Program would be 
such as to make for serious shortage 
in operating personnel. 

In October, 1941, a hearing was 
held on the application of the com- 
pany for authority to convert 161 4- 
motor cars of conventional type for 
one-man operation. This application 


was also denied, by Order No. 2143, 
on the grounds that such conversion 


would, to some extent, slow down the 
traffic, and that the company had 
failed to make a sufficient showing 
that its alleged difficulties to employ 
additional men to operate the cars as 
2-man cars were due to a lack of labor 
rather than to the fact that the com- 
pany had not sufficiently competed for 
the labor market. 

The present application of the com- 
pany requests conversion of cars Nos. 
765 to 816, inclusive. The record 
shows that these cars were chosen be- 
cause of their large seating capacity 
(forty-eight seats) and because of the 
fact that the braking and acceleration 
characteristics of these particular 
cars are more favorable than are those 
provided in the majority of conven- 
tional-type cars presently owned by 
the company. Critical materials 
necessary to effect such conversion 


are presently available to the com- 
pany. The estimated cost of conver- 
sion is $1,200 a car. 

The company does not propose to 
make general changes in the bodies of 
these cars, but to install treadle doors 
and such safety devices as are installed 
on other one-man cars now being 
operated. When converted, these cars 
will have the same operating chasac- 
teristics so far as acceleration and 
braking are concerned as they now 
have under 2-man operation. 

According to the record, the princi- 
pal reason for converting 2-man cars 
for one-man operation is to provide 
man power for an additional number 
of vehicles. The company has been 
faced with a serious problem in that 
it has not been able to hire a sufficient 
number of men to provide full service 
on both busses and streetcars. Wit- 
ness for the company testified that at 
the present ‘time streetcar and bus 
service is furnished at the rate of 
about 950,000 vehicle miles per week, 
as compared with 1,047,000 vehicle 
miles for the week ending May 22, 
1943, at which time the company was 
required by order of the Office of De- 
fense Transportation to curtail its bus 
service. It was further testified that 
this curtailment of service is due 
largely to the fact that the company 
now has available 57 fewer platform 
men than were employed during the 
week ended May 22 and that about 
172 additional operating platform 
men would be required to operate at 
the level of service which existed last 
May. 

The company anticipates the re- 
ceipt of sixty-five additional Presi- 
dents’ Conference Committee type 
streetcars- before the end of the year 
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RE CAPITAL TRANSIT COMPANY 


and has on order seventy-five street- 
cars of this type on which delivery is 
expected sometime during the year 
1944. The necessity for providing 
increased streetcar service will un- 
doubtedly arise, and it is therefore im- 
portant that the maximum man power 
be provided in order that a greater 
number of vehicles may be placed in 
such service. 

The company does not contend that 
the converted streetcars will be equal 
to the modern Presidents’ Conference 
Committee cars in appearance or per- 
formance. It is not planned that such 
converted cars will be operated beyond 
the time when they would be retired if 
not converted for one-man operation. 
As the riders in the District of Colum- 
bia are entitled to have placed at their 
service the most modern equipment, 
and since, as a matter of good opera- 
tion, the company will undoubtedly 
place in service its most modern and 
efficient equipment when the present 
abnormal demand subsides, we shall 
provide in our order that the cars to 
be converted shall not be operated 
beyond one year after the termination 
of the war unless it can be clearly 
demonstrated by the company at that 
time that the continued operation of 
this equipment is necessary in order 
that adequate service can be rendered. 

The record shows that through the 
conversion and operation of the fifty- 
two cars under consideration, the 
company will save in operating ex- 
penses about $104,000 a year. 

Because of the material change in 
conditions, the Commission finds that 
the conversion of fifty-two 4-motor 
cars for one-man operation is neces- 
sary in that it will alleviate the exist- 
ing serious man-power situation, and 
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that it is in the interest of the riding 
public. 

It is therefore ordered that: 

Section 1. The Capital Transit 
Company be, and it hereby is, author- 
ized to convert fifty-two cars, Nos. 
765 to 816, inclusive, for operation 
as one-man cars, this conversion to 
provide all of the safety features now 
found on the existing one-man cars 
of conventional type (of which there 
are seventy-one in operation), and to 
operate these cars, when converted, in 
the regular streetcar service in the 
District of Columbia for the emer- 
gency and for one year thereafter 
unless otherwise ordered by the Com- 
mission. 

Section 2. The Capital Transit 
Company be, and it hereby is, directed 
to charge the cost of the conversion 
authorized in § 1 hereof to the proper 
primary Road and Equipment Ac- 
counts and to properly account for the 
retirement of any and all parts re- 
moved in connection with said con- 
version. 

Section 3. The gross addition to 
Road and Equipment Accounts, less 
the estimated value of any salvage 
from the parts installed in the con- 
version that will be recovered when 
the converted cars are retired, shall be 
charged to depreciation expense and 
credited to the depreciation reserve in 
monthly instalments over a 2-year 
period beginning within thirty days 
after the last of the fifty-two cars has 
been converted. 


HANKIN, Commissioner, concur- 
ring: I concur in the result reached, 
because in view of the present condi- 
tions the conversion of streetcars 
from 2-man to one-man operation is 
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necessary, though by no means de- 
sirable. 

As has been indicated in the Com- 
mission’s opinion, this is the third ap- 
plication made by the company for 
conversion of streetcars to one-man 
operation. The last application was 
denied for the reason, among others, 
that the company had not sufficiently 
competed for the labor market. It 
had limited itself in the field of labor 
the company could attract, both in the 
wages paid to apprentices and in the 
selection of employees after elimina- 
tion of women and colored persons. 

Since then the company has made 
an effort to employ women as plat- 
form workers.’ It made no substan- 


tial effort to employ colored persons. 
The company has been notorious in 
its discrimination against colored per- 
sons, and the President’s Committee 
on Fair Employment Practice on 


November 28, 1942, issued an order 
requiring the company to desist from 
such discrimination. This order has 
not yet been complied with. The com- 
pany puts the blame on its own em- 
ployees who, it says, will refuse to 
work if colored persons are employed, 
and has demonstrated this to be the 
fact by an incident which happened 
when the company attempted to em- 
ploy one colored man to be instructed 
in the operation of a streetcar. 

The chairman of the President’s 
Committee on Fair Employment 
Practice testified that the order of the 
committee is still outstanding and has 
not been complied with, but that the 
company has more recently employed 
an expert to iron out these difficulties 





1 By the phrase “platform workers” is meant 
employees who work as operators or con- 
ductors on streetcars or busses. 


and, through an “educational process,” 
to bring about a situation whereby 
colored persons might be employed as 
platform workers without the opposi- 
tion of the white employees. He also 
testified that, in the final analysis, 
should any of the white employees 
refuse to work with colored employees 
“such workers would not be able to 
get certificates of availability for em- 
ployment elsewhere.” He also testi- 
fied that there are several hundred 
negroes in the District of Columbia 
who might qualify for positions as 
bus drivers or streetcar operators. 

In view of these facts, I am con- 
strained to come to the conclusion that 
the Capital Transit Company has not 
made a sufficient effort to avail itself 
of the existing labor market, and, 
ordinarily, would have dissented from 
this order. But we are up against it, 
so to speak. There is a shortage of 
platform men, which shortage will 
continue. There is need for conserv- 
ing busses and bus miles, requiring 
the operation of as many streetcars 
as are available, and the conversion of 
the fifty-two streetcars, which is the 
subject of this application, will make 
it possible to operate more streetcars 
than otherwise. The denial of the ap- 
plication would mean more than deny- 
ing an advantage sought by the com- 
pany. It would mean imposing a 
hardship on the riding public. 

Balancing the necessity of provid- 
ing additional streetcar service to the 
public against the undesirability of the 
change from the standpoint of con- 
venience, as also against the employ- 
ment practices of the company, I am 
compelled to arrive at the conclusion 
that the company’s application should 
be granted. 
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Industrial Progress 


Selected information about products, supplies and 


services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


International Harvester 
Announces Changes 


B. Hate and F. W. Jenks have been 
ye elected vice presidents of the Interna- 
tional Harvester Company by its board of di- 
rectors, Fowler McCormick, president, has an- 
nounced, 

Mr. Hale, former domestic sales manager of 
the company, becomes vice president of gen- 
eral line sales, and in that capacity will super- 
vise the operations of a newly designated gen- 
eral line sales department, ‘which, under the 
company’s new divisional organization, will 
handle the sales of all products except motor 
trucks and industrial power equipment. 

Mr. Jenks, former, manager of the company’s 
credit and collection department, becomes vice 
president of merchandising services and as such 
will have supervision over the credit and col- 
lection and consumer relations departments. 

At the same time, Mr. McCormick an- 














DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 
Founder of Tree Surgery 


Davey Does Good Work 


Davey offers no "bargain prices” 
but proposes to give you honest, 
trouble-free service that will build 
good will and will prove a wise in- 
vestment. The best is often the 
most economical. Try Davey. 


Tree interference may aid the Axis 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 
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nounced the formation of four new divisions ~ 
of the Harvester Company together with the © 
general managers who will direct them. The | 
new divisions and their general managers are: ~ 

Farm Tractor Division: eral Manager, © 
R. C. Archer ; Farm Implement Division: Gen- ~ 
eral Manager, R. P. Messenger; Industrial © 
Power Division: General Manager, H. T. ~ 
Reishus ; and Fibre and Twine Division: Gen- \| 
eral Manager, Neil Loynachan. 

Three other executive promotions were an- — 
nounced by Mr. McCormick resulting from the 
new Harvester divisional organization, 

M. J. Graham was promoted from manager 
of manufacturing to assistant to the vice pres- 
ident in charge of manufacturing; A. J. Peter- 
son, formerly assistant.manager of domestic 
sales, becomes manager of the general line sales 
department, and F. B. Mattingly, is to be man- 
ager of the credit and collection department, 


Electric Service Supplies Co. 
Changes Name 


ipso Service Supplies Company has an- 
nounced the change of its name to Electric 
Service Manufacturing Company. Because of 
the broad scope of its activities in the research, 
development engineering and manufacturing of 
transportation, power and industrial equip- 
ment, the change in name is considered more 
representative of the resources and facilities 
of the company, the announcement stated. 
Main office and plant will remain in Philadel- 
phia, Pennsylvania, as heretofore, with addi- 
tional manufacturing facilities in Hanover, 
Pennsylvania; a warehouse in Chicago; and 
branch offices in New York, Chicago, Detroit, 
Boston, and Pittsburgh. 


Sales Representatives Named 


peers Transformer Company an- 
nounces the appointment of J. J. Costello 
Company as sales representative in New Eng- 
land territory with offices in Boston, Massa- 
chusetts, and New Haven, Connecticut. 

At the same time J. F. Joyce was appointed 


“MASTER*LIGHTS” 


® Portable Battery Hand Lights. 
® Repair Car Roof Searchlights. 


© Hospital Emergency Lights. 





CARPENTER MFG. CO. 
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Engineers seeking added power for 
leading utilities, petroleum, chemi- — 
cal, paper companies and allied fields, 
after repeated experience with 
Grinnell’s engineering and fabrica- 
tion facilities are “Giving the Plans 
to Grinnell”. 

You will find it a time-saving 
practice for any piping system from 
the simplest to the most complex. 
Write for Data Book of “Grinnell 
Prefabricated Piping”. Grinnell 
Company, Inc., Executive Offices, 
Providence, R. I. Branches in prin- 
cipal cities of the U. S. and Canada. 


GRINNELL 


whenever PIPING is invoiveo 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 









quickly— 
in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 










Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 















L-M Elbows, with compression units 
giving a dependable grip on both con- 
ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 












Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 
















Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 





















Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Vi-Tite Terminals for quick 
installation and easy taping. 
Also sleeve type terminals, 
screw type, shrink fit, etc. etc. 















Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


SN 2 


PENN- UNION 


CONDUCTOR FITTING S 
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district sales representative with offices ; 
Cleveland, Ohio. 








Brown Instrument Plan 
Offers Veterans Jobs 


A PLAN to provide war veterans with employ 
ment opportunities, almost upon th 
heels of their discharge from military sery 
ice, has been initiated by the Brown Instr 
ment Company, Philadelphia manufacturer 0 
industrial precision instruments. The plan i 
cludes codperation with draft boards withj 
a 35-mile radius of the company’s plant. 
The Brown Company, a division of Mi 
neapolis-Honeywell Regulator Company, ; 
providing each of the draft boards within tha! 
35-mile radius with a list, weekly, of the j job 
open at the plant, the type of men required 
and what experience, if any, is needed fo 
each task. In addition, the company offer’ 
these discharged war veterans an opportunit 
to receive instruction at the Brown schoo 
in such cases where the veterans are qualified 
by experience or education to receive addi 
tional knowledge in the servicing, operatio 
and maintenance of industrial instruments. 












Pinco Issues 1944 Catalog 


A NEw and revised catalog of Pinco Standard 
Insulators and Fittings has just been is 
sued by the Porcelain Insulator Corporatio 
of Lima, N. Y. A valuable feature of the cata 
log is that it clearly shows the units which ca 
be supplied under Schedule V, WPB Limita 
tion Order L-154 of June 29, 1943. 

To make the catalog of greater practica 
usefulness to the user a number of valuable 
tables are included. Among these are thos¢ 
giving suspension string data (new sphere gaj 
calibration) ; stacking unit data for switch and 
bus units; bare wire tables for use in refer. 
ence to all classifications of Pinco clamps listed j 
as well as a complete list of Pinco insulatoy j 
equivalents giving manufacturer’s name and 
catalog number for all equivalent types. 


Robins Issues Booklet 


opins Conveyors Incorporated announce 
Rothe publication of a new bulletin, entitled 
“This Is Robins,” which presents a photo 
graphic review of the company’s facilities, op 
erations, and products. 

This 26-page booklet may be obtained upo 
request from the company, Robins Conveyor: 
Incorporated, 270 Passaic Avenue, Passaic 
New Jersey. 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 
Manufacturers of 


Pole Line Construction Tools 
They’re Built for Hard Work 
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MANPOWER 
YET SPEED 
TRANSMISSION 








/ hroughout the country our trained men 


are ready to help you meet today’s unprecedented 


demand for power. In the erection or maintenance 
of transmission lines . . . regardless of distance or 
terrain ... Hoosier experience and special equipment 


guarantees efficient and economical service. 
COLUMBUS, OHIO 


NEW YORK — CHICAGO ERECTION and MAINTENANCE OF TRANSMISSION LINES 
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¥7 = FromtheEarlyPeriod YY 
of the Telegraph tothe present 
remarkable development inthe field of Electricity 


KERITE 


has been continuously demonstrating the 
fact that it isthe most reliable and 
permanent insulation known 
THE KERITE Wist28t22 COMPANY INC 


NEW YORK CHICAGO SAN FRANCISCO 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 
Rack Rakes 
Trash Racks 


Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. € « « 


THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
MEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 































|| 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








oxox FOL, Bacon « Davis, 2nc: mar cases | | | 


CONSTRUCTION Enoi APPRAISALS 

OPERATING COSTS ngneess INTANGIBLES 
VALUATIONS AND REPORTS 

NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








| 


GANNETT, EASTMAN & FLEMING, INC. 

















ENGINEERS 
Harrisburg Pennsylvania 
GILBERT ASSOCIATES, Inc. . 

Sete tik POWER ENGINEERING SINCE 1906 aon cad Mesedhh 
Steam, Electric, Gas, Hydro, Purchasing and Expediting, 
Deven and Construction, Serving Usiites nd Industrials Rats, Revarc, Reports 
perating etter . * 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, 











FREDERIC R. HARRIS, INC. 
Engineers Constructors Management WI 
Reports Appraisals Valuations Uti 
27 William St., New York, N. Y. 
KNOXVILLE SAN FRANCISCO HOUSTON 
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PROFESSIONAL DIRECTORY (continued) 





CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Boston, Mass. ==s Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 


ENGINEERS 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizatiens 
Consulting Engineering Mergers 


Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 
DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 











Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 











STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON © NEWYORK e CHICAGO «© HOUSTON e¢ PITTSBURGH 
SAN FRANCISCO e LOS ANGELES 




















WELSBACH ENGINEERING and MANAGEMENT CORPORATION 
Utility Appraisals » Engineering ¢ Construction « Street Lighting Maintenance 


Consultants on All Phases Utility Operations 
«Qo General Office: 1500 Walnut St., Philadelphia 2 
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PROFESSIONAL DIRECTORY (concluded) 
Albright & Friel Inc. A. S. ScHULMAN ELEcrric Co, 


Consulting Engineers Contractors 


Investigations, Valuations, and Reports TRANSMISSION LiNES—UNDERGROUND Distri- 
Desi 2: Sieainsdibias 4b Cacalveniion BUTION — Power STATION — INDUSTRIAL — 
ee CoMMERCIAL INSTALLATIONS 


1520 Locust Street Phil&., Penna. 537 SoutH Degarzorn St. Crcaco 




















BARKER & WHEELER, ENGINEERS Mark WoLrrF 
DESIGNS AND CONSTRUCTION — OPERATING Public Utility Consultant 


BETTERMENTS — COMPLETE OFFICE SYSTEMS — 261 Broapway, New York, N. Y. 


MANAGEMENT — APPRAISALS — RATES ; ; ‘ 
Representing the Public Exclusively 
11 PARK PLACE, NEW YORK CITY Since 1914 
36 STATE STREET, ALBANY, N. Y. : 














. W. PAT 
BLACK & VEATCH J Wee 


CONSULTING ENGINEERS Construction Supervision 


Appraisals, investigations and _ re- ayes gael tay ‘ 


ports, design and supervision of con- 
struction of Public Utility Properties 1510 Lincoln Bank Tower Fort Wayne, Indiana 
4706 BROADWAY KANSAS CITY, MO. 

















EARL L. CARTER Maximum H 5S 


Consulting Engineer | | h 
PA RL removai per id. 
Public —_ Valuations, Reports and 


riginal Cost Studies. f id 
910 Electric Building Indianapolis, Ind. 0 Ob iae I 


—_—. 


@ Lavino Activated Oxide is 
made specifically for maximum sulphur re- 


J ACKSON & M ORELAND moval...is not just a ‘‘satisfactory"’ purifying 
ENGINEERS : medium merely by virtue of incidental 


properties, but is made especially for maximum 
PUBLIC UTILITIES—INDUSTRIALS capacity and activity, maximum trace removal 
muedintl ante Gin Coe nd and shock resistance. As such, we do not believe 
ECONOMIC AND OPERATING REPORTS you will find Lavino Activated Oxide has 
any close rival — comparing cost, comparing 


BOSTON NEW YORK performance and comparing savings. 











We'll be glad #6 tell youall about its remarkable 
record; just write a note on your letterhead to 


JENSEN, BOWEN & FARRELL E. J. Lavino and Company 


Engineers a ION 1528 Walnut St. 


Ann Arbor, Michigan “ACTIVATED” Waa diLL OG 
Appraisals - Investigations - Reports a. . 7 / 
</D' % 





—--  ro0oH4y4ooe 


ral 


in connection wi Penna. 
rate inquiries, depreciation, fixed capital 


reclassification, original cost, security issues. 
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AN EXTREMELY SENSITIVE THERMOSTAT 


LET'S BE REALISTIC 


There area lot of enchanting promises floating around about a fantastic 
world we will be living in after the war, Fine—it can't come too soon, but 
it looks like the demands of rehabilitation will determine the course of 
events after the costly struggle is over. 

The order of things during the postwar period will of necessity, call for 
rigid economy throughout the entire program of living. It is natural to 
assume that some changes will be made, and then only where a saving 
can be effected. 

The day dream world is very likely to be out of grasp for a little while to 
come. People as a whole are not so much concerned about fancy frills 
or novel ways of doing things as they are about getting back some of the 
basic comforts now denied by war priorities, and among the first of these 
is automatic heat—assured by the Mercoid time proven way of efficiency, 
accuracy and trouble-free performance. 


THE MERCOID CORPORATION, 4219 BELMONT AVE., CHICAGO 41, ILL. 


Sess eeeeeeeseenanse ees ees evseeee evens see snes see eee sen teteaanveaes 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 





INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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*Addressograph-Multigraph Corp. 
Albright & Friel Inc., Engineers 

Aluminum Co. of America 
American Appraisal Company, The ..... 
Autocar Company 








Babcock & Wilcox Co., The 
Barber Gas Burner Company, The 
Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 
*Blaw-Knox Division of Blaw-Knox Co 
*Brown, L. L., Paper Co. 
Burroughs Adding Machine Oo. 
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Carpenter Manufacturing Company 

Carter, Earl L., Consulting Engineer 

Cleveland Trencher Co., The. Inside Front Cover 
*Combustion Engineering Company, Inc. 

Connelly Iron Sponge & Governor Co. 
*Consolidated Steel Corp. Ltd. 

Crescent Insulated Wire & Cable Co., Inc. 


D 


Davey Compressor Company 
Davey Tree Expert Company 
Day & Zimmermann, Inc., Engineers 
Dicke Tool Company 
*Diebold, Incorporated 
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Egry Register Company, The 
Electric Storage Battery Company, The 
Elliott Company 
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Ford, Bacon & Davis, Inc., Engineers 
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Gannett, Eastman & Fleming, Inc., Engineers.... 40 
General Electric Company. Outside Back Cover 
*General Motors Truck & Coach Division 

Gilbert Associates, Inc., Engineers 

Grinnell Company, Inc. 
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Harris, Frederic R., Inc. 
Hoosier Engineering Company 
*Horn, A. C. Company 
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International Harvester Company, Inc. 
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“In looking over our experience during the past yec 


I con readily see where, in practically all cuses, 


we could have adapted our requirements 


to enable us to use a standardized product.” 


ECAUSE the word “standardization” has 
B so many meanings, some of the advan- 
tages to the buyer of the particular type of 
standardization which G.E. has proposed for 
heavy power apparatus may be overlooked. 
One of the advantages is that the utility 





pany’s.own engineering talents will be 
released for the further improvement of 


system economics. 


The standardization we propose is not a 
“quality freeze" in the sense that a “Grade 
A” is established for all time. It allows for 
continual betterment from model to model, 


based on the service experience of many 





users. And it aims to produce models of 
greater adaptability. 


The skillful application of these models 
within a power system is a task with con- 


siderably g ibilities, we 





believe, than the arrangement of parts in 


a single unit. 


The writer quoted above recognizes the 
long-range advantage of this type of stand- 
ardization to his engineers. He also said: “I 
am very much in favor of the manufacturers 


working out a program along this line, 
General Electric Co., Schenectady, N. Y.. 


Every week 192,000 G-E employees purchase more than a million dollars’ worth of War ie 
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